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Railroad Retirement Benefit Changes

The Railroad Retirement and Survivors Improvement Act of 2001 (P.L. 107-90), enacted on
December 21, 2001, makes a number of mgor changes to the Railroad Retirement Act. The
legidation restores full early retirement digibility at age 60 for railroad employees with 30 or more
years of sarvice; diminates the maximum provision that had previoudy capped some employee and
spouse railroad retirement benefits; reduces the bagc digibility requirement for an employee annuity
from 10 to 5 years of serviceif performed after 1995; and provides increased benefits for some

widow(er)s.

The following questions and answers describe the changes in railroad retirement benefit provisons
brought about by this legidation.

1. Why havethe early retirement provisions of the new law been called a restoration of
60/30?

Legidation effective in 1974 provided for full annuities for al employees who were age 60 and
had 30 years of service and full annuities a age 60 for their spouses. Prior to thislegidation, only
femae employees were digible for full 60/30 benefits. While 1983 legidation retained the provison
for early retirement a age 60 for employees with 30 years of rallroad service and for their spouses, the
1983 law imposed a reduction for early retirement in the socia security level tier | railroad retirement
benefits awarded employees retiring before age 62 and their spouses. Tier |l railroad retirement
benefits, paid over and abovetier | benefits, remained payable for both employees and spouses at age
60 without an age reduction.

The new law amends the Railroad Retirement Act by diminating the tier | age reduction in 60/30
cases for employees whose railroad retirement annuities begin January 1, 2002, or later, even if they
retire before they attain age 62. The spouses of such employeeswill dso be digible for full annuities
a age 60. Such 60/30 annuities can begin with the firgt full month the employee and/or spouse is age
60.
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The Railroad Retirement Board estimates that the average annuity payable to an employee retiring
in 2002 with 30 or more years of service would be about $2,400 under the new law. Under prior law,
the amount would have been about $2,100 because of the required reduction in thetier | benefit.

2. Will the beginning date of an employee’' s annuity deter mine whether hisor her annuity is
computed under the new law?

If the employee’ s annuity began before January 1, 2002, and was awarded when the employee was
under age 62, hisor her tier | benefit will remain reduced for early retirement after December 31,
2001. Thetier | benefit awarded such an employee' s spouse will aso be reduced for early retirement,
regardless of whether the spouse retires a age 60 or 62, and regardless of the date the spouse’ s annuity
begins.

However, if adisability annuitant is age 60 and has 30 years service, his or her spouse can now
receive an annuity a age 60 without any age reduction if the spouse's annuity beginning dateis
January 1, 2002, or later.

3. What wastherailroad retirement maximum provision diminated by the new law?

Under prior law, the total amount of monthly annuities payable under the Railroad Retirement Act
to an employee and spouse was limited to a maximum geared to the employee’ s average monthly
earnings prior to retirement. This maximum provison was intended to cregte a “reasonable cap” based

on an employee s earnings immediately prior to retirement.

However, the provison had the unintended effect of reducing benefits for long-service employees
with moderate earnings and those with no earnings, or low earnings, in the 10-year period ending with
the year the employee s annuity began. In an extreme casg, it could cap benefits a an amount
precluding payment of mogt, or even dl, of thetier |1 benefits and supplementa annuity otherwise

due.

In 2001, the average monthly employee benefit reduction under the maximum provision was $164,
and the average spouse reduction was $78.

4. Will those employees and spouses affected by the maximum provision, but whose
annuities began before January 1, 2002, see an increasein their monthly annuity rates?

If an employee’ s annuity began before January 1, 2002, any annuity reduction required by the
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raillroad retirement maximum will be removed effective January 1, 2002, but no retroactive payments
will be made for months prior to 2002. The remova of any benefit reductions applied to affected
annuitants, about 2,600 retired employees and 12,000 spouses, should be completed by June 2002.
Such annuitants can expect to receive accrua paymentsin late May 2002 retroactive to January, and
increased regular monthly payments reflecting their new rates beginning with the monthly payment
due on June 1, 2002. Notices are being sent by the Board to dl affected annuitants in January 2002
advisng them accordingly.

Notices are 0 being sent in January to employees whose spouses may have been previoudy
advised by the Board to defer filing for spouse benefits because of the adverse effects of the maximum

provison, as their spouses would now want to congder filing for railroad retirement benefits.

5. How hasthebasic servicerequirement of 10 years of creditablerail service been changed
by the new law?

The new law provides railroad retirement annuities to employees with less than ten years
(120 months) of railroad service if they are credited with at least five years (60 months) of railroad
sarvice after 1995. Benefits payable on the basis of this provision are not retroactive and are not
payable for months prior to January 2002, but are payable beginning January 1, 2002, to those with
five years of service after 1995. Employees previoudy denied benefits for insufficient service would
have to file anew gpplication for benefits.

Employees with five years of service after 1995 may quadify for atier |1 benefit based on age and
sarviceat age 62. A tier | benefit is aso payable by the Board, but only if the employee hasan
“insured atus’ under Socia Security Act rules (usualy 40 quarters of coverage), counting both
raillroad retirement and socid security-covered earnings. In such a case, the retiree would qualify for a
socid security benefit based on nonrailroad socia security earnings credits one, and atier | railroad
retirement benefit based on combined socid security and railroad retirement earnings credits. The
tier | benefit would, however, be reduced by any socid security benefit so payable.

If aretiree has no quaifying socia security coverage, only atier 11 benefit would be payable.
Examples of persons without socid security coverage could be Federd civil service employees hired

prior to 1984, or some state or municipa employees previoudy not covered by socid security.
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6. Will employeeswith five yearsof service also be eligible for railroad retirement disability

annuities?

Such employees may qudify for an annuity based on tota and permanent, but not occupationd,
disability, and only if they have a disability insured status (dso caled a“ disability freeze’) under
Socid Security Act rules, counting both railroad retirement and social security-covered earnings.
Unlike with a 10-year employee, atier |1 benefit is not payable in disability cases until the employee
attains age 62. And, the employee stier 11 benefit will be reduced for early retirement in the same
manner asthetier | benefit of an employee who retired at age 62 with less than 30 years of service.

7. Will the survivors of employeeswith five years of service after 1995 be dligiblefor
benefits?

A deceased employee with five years service after 1995 must sill have had a* current connection”
with the rall industry in order for survivor annuities to be payable by the Board, rather than the Socid
Security Adminigtration. For both atier | and atier 11 benefit to be payable, an “insured status’ under
Socid Security Act rules at the time of the employee’ s death, using combined railroad retirement and
socid security covered earnings, is aso required. Otherwise, only atier 11 survivor benefit would be

payable in these cases.

8. How arerailroad retirement widow(er)s benefits affected by the new law?

Under prior law, the widow(er)’ stier | benefit, before any reductions for other benefits, was
generdly equd to the amount of thetier | benefit that the employee received at the time of his or her
degth; and awidow(er)'stier 11 benefit was generdly equal to 50 percent of thetier Il benefit that was
payable to the employee a the time of hisor her desth.

The new law establishes an “initid minimum amount” which yidds, in effect, awidow(er)' stier I
benefit equa to thetier 11 benefit the employee would have received at the time of the award of the
widow(er)'s annuity. It doesthisby adding a* guaranty amount,” initialy set a 50 percent of the
employee stier 1, to the 100 percent tier | and 50 percent tier |1 benefits provided under prior law.

This* guaranty amount” will be offset each year by the dollar amount of the cost-of-living
increases payable in both the tier | and tier |1 benefits provided under prior law. Consequently, such a
widow(er)’' s net benefit payment will not increase until such time as the widow(er)’' s annuity, as
computed under prior law with al interim cost- of-living increases otherwise payable, exceeds the

widow(er)'s annuity computed under the initid minimum amount formula
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9. What would be a basic example of how thisinitial minimum amount wor ks?

Assume that a 68 year-old widow becomes entitled in June 2002 to arailroad retirement widow's
annuity. Thewidow is not entitled to any socid security benefits. The employee had been receiving a
railroad retirement annuity of $2,000 amonth, comprised of atier | benefit of $1,200 and atier 1
benefit of $300. Consequently, the widow’ stier | benefit on her annuity beginning date is $1,200.

Her tier 1l benefit under prior law (50 percent of the employee stier 11) is $400; and, under the new
law, her “guaranty amount” is $400. Her railroad retirement widow’ s annuity as of June 2002 would
be $2,000.

Next, assume a cost-of-living adjustment (COLA) payable in January 2003 yields a4 percent
increaseintier | benefits and a 1.3 percent increase in tier |1 benefits, for atota dollar amount of
$53.20. Thisamount is offset from the $400 guaranty amount, reducing it to $346.80, so that the
$2,000 amount payable to the widow (before any deduction for the Part B Medicare premium) does
not change. The amount payable to the widow will increase only when thetier | and tier [I amounts
computed under prior law with subsequent cost- of-living increases exceed $2,000. Assuming that the
COLA remains at a steady 4 percent, this would occur with the COLA payable in January 2010. The
average COLA paid over the last five years, including the COLA payable in January 2002, was 2.4
percent.

10. What if thewidow(er) isalso entitled to social security benefits?

Widow(er)s tier | benefits will continue to be reduced for entitlement to socid security, certain
public service pensons and dud railroad retirement entitlement. However, while widow(er)s' railroad
retirement annuities will be reduced by subsequent socia security and applicable public service
pension cost-of-living increases, the tota amount of combined benefits will not decrease from the total
payable before the cost-of- living adjusment.

11. What would be a basic example of how thiswould work?

Assumethat a 67 year-old widow becomes entitled in June 2002 to arailroad retirement widow's
annuity. The employee had been receiving arailroad retirement annuity of $1,500 a month, comprised
of atier | benefit of $900 and atier 11 benefit of $600. Thiswidow’stier | benefit on her annuity
beginning date (and before any dua benefit reduction) is$900. Her tier 11 benefit under prior law (50

percent of the employee stier 11) is $300; and, under the new law, her “guaranty amount” is $300. Her
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widow’sinitid minimum amount on her annuity beginning date (before any reduction for dud
benefits) is $1,500. Thewidow isaso entitled to a socid security benefit, based on her own earnings,
of $1,100 amonth.

Thus, at the time her railroad retirement widow’ s annuiity begins, her net annuity would be $600
and her total combined socia security and railroad retirement benefits would be $1,700.
Agan assume that a cost-of- living adjustment (COLA) payable in January 2003 yields a 4 percent

increasein tier | and socid security benefits and a 1.3 percent increase in tier 11 benefits.

Thetotd dollar anount of thiswidow’stier | and tier || benefit increases would be $39.90. This
amount is subtracted from the $300 guaranty amount, reducing it to $260.10. In this case, tier | isnot
actualy payable because it is reduced to zero for the socid security benefit. The guaranty amount is
reduced by thetier | and tier 11 cost-of-living increases, not the socia security increase. Her net
raillroad retirement widow’ s annuiity (before any deduction for the Part B Medicare premium) would be
$564 (her increased tier |1 of $303.90 plus the reduced guaranty amount of $260.10). However, the
tota amount of combined benefits payable rises to $1,708 because her socia security benefit was
increased by the 4 percent COLA to $1,144.

12. When isthisprovision effective and to which widow(er)s doesit apply?

Effective February 1, 2002, but not retroactively payable before that date, the widow(er)s guaranty
provision gpplies to al widow(er)s whose annuities begin February 1, 2002, or later, and to some, but
not dl, widow(er)s on the rolls before the effective date.

While legidation enacted in 1981 provided a new formulafor computing tier 11 benefits, most
awards to widow(er)s continued to be made under the pre- 1981 formula during a subsequent 5-year
trangtion period. Those widow(er)s annuities reflecting this pre-1981 formula are not affected by the
new amendments. Also, many of the widow(er)s annuities currently being paid under the 1981
amendment formula are, because of subsequent cost-of-living adjustments, dready higher than the
annuity that would be payable under the new law.

The Railroad Retirement Board estimates that between one-fourth and one-third of the widow(er)s
onitsrollswill have an initid minimum amount, computed as of thelr annuity beginning date, that il
exceeds their regular annuity computation with cost-of-living increases.
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13. When can these widow(er)s expect to seethisincreasein their monthly benefit?

Widow(er)s affected by this change can expect to receive any accrua payments, retroactive to
February, in late April 2002, and increassed regular monthly payments reflecting their new rates
beginning with the payment they receive on May 1, 2002. Letters are being sent in January to affected
widow(er)s on the Board' s rolls advising them of the change in the law, and dso advisng them asto
whether they will receive an increase. Widow(er)s who are due an increase do not need to take any

action or contact the Board.

14. How can individualsfind out more information about how these changes affect them?
The Board is making every effort to notify by mail dl parties affected by this legidation as soon as
possible.
Railroad Retirement Board offices are open to the public Monday through Friday, except on
Federd holidays. Persons can find the address and telephone number of the Board office serving their
area by caling the Board' s automated toll-free Help Line a 1-800-808-0772, or from the Board’ s Web
Stea www.rrb.gov. Patience on the part of annuitants would be appreciated when contacting Board
offices, asahigher than usua volume of calsis expected as aresult of thislegidation. E-mall
inquiries about thislegidation can be sent to the Board by going to the Board' s Web ste and clicking
on “Send us a secure message” under “Latest News.”
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