APPENDIX D
RETIREMENT BENEFITS AND FAMILY PROTECTION
Norr PREFARED BY Mr, A, H. Wirsoy, MILITARY ACCOUKTANT (JENERAL.

In my reply to question No. 33 of the quesuonnmm circuliited by the
Central Pay Commission I propesed the introduction of o comnbination of
Pension, Coutributory Provident Fimd and shers term Endowment Life
Assurance, in order to rouvedy as far as possible the defects T see in the
system now in operation. ’

2. DBriefly t-hese defeels are :—

() Peusion alone: this makes no provision of any kind for the Lunily
in the event of the death of the wage-earnor before he hus
been able to effect comnutation of a poltmn of his pension.

(b) Pension combined with ordinary Provident Fund: this is & very
slight improvement on (a), but the provision for the fumil
in the event of the premature death of the wage-earner is
negligible. -

(c¢) Contributory Provident Fund: this makes provision for the family
to an ever increasing extent, but the rinount is small in the
earlier years. Moreover, the Government scrvant who lives
to draw the balance is vulnemble since he may lose it all by
ill-advised speculation.

3. Under the scheme 1 propose, the (lovernment servant who lives to
retive will be protected against absolute destitution by the pension element,
although, since the cost of Government’s contribution to the Provident Fund
and Endowment Policy will presumably have to be meb from within the
estimnated cost of the pension at present earned, the pension will ba smaller
than at present. The protection far the family afforded by the Contributory
Provident Fund will be augmented in the carlier years by the Endowment
- Policy, When the Poliecv matwres, the proceeds will be added to the
Contributory Provident Fund balanece and earn infevest in the normal
way.

4, The Government servant will subscribe, to the Fund from the
commencement of his serviee, month by month; and the Government
contribution, equal to the twelve monthly payments made by the Govern-
ment servant, will be added annually in srrenrs, When I gave evidence
before the Commission on the 20th Septeruber, T stated that the Lindow-
ment Policy would be taken out at the end of the 5th year of service. Op-
further consideration T have decided that this is too late, and I now preplse
that it be takeu out at the end of the second year of scrvice. . FTave two
additional reasuns for suggesting this date: (a) there will be a small
accumulation in the Fund upon ¥which to draw; and (b) since an officer
spends his first two years on probation, t-would be ill-advised to take out
‘en Assurance Policy hefore he has heen cofftrmed, T suggest that the
FEndowment Policy be for a term of fiffeen vears. for Sheetly before the end
of that period a straight-forward Provident Fund, out- dirtances Assupance.
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5. In order to shew the effect of the scheme, [ have worked out three
hypothetical cases: namely, that of a cterlc who subseribes 10 per cent, of
his salary; that of uu officer who subscribes 10 per cent. of his salary; angd
since it is possible that a subscription of 10 per cent. may be thought too
heavy a burden on the individual, that of an officer who subscribes 5 per
cent. of his salary. In each of these threc cases L have assuimed that the
Fund earns interest at 8 per cent., that the rates of pay I proposed in my
reply to the questionnaire are in operation, that the Government servang
will be 27 years of age next birthday when the Endowment Policy is taken
out, and that he retires on completion of 30 years service. In the case of
the clerk, [ have assumed ihat he remains a clerk throughout his total
gervice: that is to say, he fails to pass the Subordinate Accounts Service
Examination. In the cases of the officers, I have assumed that they enter
the senior Olass IT scale of pay on completion of six yemrs service, are
promoted to Class I on completion of 18 years service, and are promoted
Command Controllers on completion of 25 vears service. The Endowment
Policies are taken to cost Rs. A3/10 for each Rs. 1,000 of Assurance. Thig
rate of premium will be found in the prospectus issued by the New Indis
Assurance Company in August 1941.

6. I attach o table in respect of each of the three examples I have
selected showing:-—

(2) The rize of a Contributory Provident Fund without an Endow-
ment Assurance. Policy ; and

(b) The rise of the same Contributory Provident Fund with the
Endowment Policy super-imposed.

In each table I separate the subscriber’s portion of the Fund from the
Government portion, in order. that the cost to Government at every stags
may be seen. Half the cost of the Policy is charged to the subscriberis
portion of the Fund, the other half to the Government porfion. The

proceeds of the policy when it matures, being cash, are added to the
gubsecriber’s portion of the Fund.

. 7. There is one important difference between a, Pension and a Confri-
butory Provident Fund. A pension is only a partial liability to the State
in the sense that it becomes effective only In those cases where the Govern-
ment servant lives to draw it If the Government servant dies befors,
retirement, or, having retired, before commutation is effected, the liability
of the State in the matter of his pension vanishes. In the case of a Conbri-
butory Provident Fund the liability of the State. is real from the outset,
for the balance standing to the credit of a subseriber is payable to his
estote if he should die before retirement. Due weight must be given to this:
difference ‘when calculating the extent f£a_which existing pensions would

have to be reduced in order to meet the cost of thie Cortributory-Provident

Fund and Endowtiient Policy I propose. This, in my view, is a matter for
an Actuary.. o ‘ ‘

© 8. I shall now examine in some detail the hypothetical cases i‘hﬂe
selected. ’ ‘ ‘ ‘
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1. The Clerk.

f2) This man, if governed by the pension rules now in operation, is
entitled to & pension of Rs. 100 per mensem on retirenent after
completing 80 years service. He is entitled to commute half
his annual pension, i.e., Rs. 600, 1f 56 years of age next
birthday and in good health the commutation factor is 11-08
and he thus receives Rs. 6,645 w1 a lump sum, and draws, until
death, a decreased pension of Rs, 50 per mensem. There is no
protection for the farmily until he has effected commutation,
gnd the liability of Government is nil in the event of premature
eath, -

{b) In columns 4, 5 and 6 of the Tabie I, I shew the growth of a Cou-
tributory Provident Fund to which the clerk subscribes 10 per
cent. of his salary monthly and to which Government adds at
the close of each year a contribution equal to the twelve month.
ly instalments subseribed by the eclerk. In bhis case, the
liability of Government is real from the beginning, commencing
with Rs. 96 at the end of the first year and rising to Rs. 8,530
at the end of the {birtieth year (ecolumn 5). In this case there
is protection for the family from the beginning, but it is low in
the earlier years (column 6).

(¢} In columns 7 to 12 of Table I, I shew the growth of the Contributory
Provident Fund described in the previous clause from which an
Endowment Policy of Rs. 4,000, maturing in 15§ years, is
financed. In this case, also, the liability of Government is real
from the outset and rises from Rs. 98 at the end of the first
year to Rs. 6,871 at the end of the thirtieth year (eolumn 10).
The protection afforded to the family is substantial from the
end of the second year of serviee (column 12),

(d) To sum up:—

Pension provides no protection for the family until the Government
servant retires and cominuteg a moiety. On the assumption
that he will be 56 vears of age next birthday, the result is
Rs. 6,645, :

A simple Contributory Provident Fund provides protection for the
farnily rising from Rs. 439 ab the end of the gecond year to
Rs. 17,208 at the end of the thirtieth year. Only at the end
of the twelfth year does the protection for the family exceed
Re. 4,000. ‘

The cost t6 the State at the end of 80 years is Rs. 8,530,

The Contributory Provident Fund and Endowment Policy provide
protection for the family rising from Re. 4,184 at the end of
the second year to Rs. 15,939 at the end of the thirtieth year,
‘The cost to the State at the end of 30 years is Rs, 6,871,
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I, The Officer subscribing 10 per cent,

(8) This officer, if governed by the pension rules now in operation is
entitled to a pension of Rs. 6,000 per annum plus an additiong)
pension of Rs. 1,500 per annum making Rs. 7,500 per annurm in
all, on retirement after completing 80 years servica, He ig
entitled to commute Rs. 8,750 per annum, If 56 years of age
next birthday the commutation factor is 11-09 and he therefore
receives a lump sum payment of Rs. 41,587-8-0 and draws until
death a decreased pension of Rs. 3,750 per annum.  The ligh;.
lity of Government is nil in the event of premature death,

(b} In eolumns 4, & and 6 of Table II, T shew the growth of a Contri-
butory Provident Fund to which the officer subscribes 10 yer
cent. of his salary monthly, and to which Government adds at
the elose of cach year a contribution equal to the twelve
monthly instalments subscribed by the officer. In this cuge
the liability of Government is real from the outset, being
Rs. 860 at the end of the first year and rising to Rs. 52,067 at
the end of the thirtieth year (column 5). In this case there ig
protection for the family from the beginning, but it is low in
the earlier years (column 6),

{e) In columns 7 to 12 of Table IT, I shew the growth of the Contri-
- butory Provident Fund described in the previous clause, from
which an Endowment Policy of Rs. 15,000, maturing in 13
years, is financed. In this case, also, the linbility of Govern-
ment is real from the outset and rises from Rs. 860 at the end
of the first year to Rs. 45,836 at the end of the thirtieth
(column 10). The protection afforded to the family is substan-
tial from the end of the second year of service (column 12),

(d) To sum up:—

Pension provides no protection for the family until the officer retires
and commutes a moiety, On the assumption that he will be
56 years of age next birthday the result is Ra. 41,587-8-0.

The simple Contributory Provident Fund provides protection for the
family rising from Ras. 1,471 at the end of the second year
to Ra, 105,017 at the end of the 30th year. Only at the end
of the eleventh year does the protection for the family exceed
Rs. 15,000. The cost to the State at the end of 80 years is.
Rae, 52,067,

The Contributory Provident Fund and Endowment Policy provide
protection for the family rising from Rs. 15,516 at the end
of the second year to Rs. 100,210 at the end of the 30th year. .
The cost to the State at the end of 30 years is Rs. 45,830

I11. The Officer subscribing 5 per cent,

- (8) Pension and commutetion details are identical with those given
under ITa. The liability of Government is nil in the event of
premature death, ‘
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columns 4, 5 and 6 of Table 111, I shew the growth of a Contyi-
butory Provident Fund to which the officer subscribes 3 per
cent. of his salary monthly, and to which Government adds at
the close of each year a contribution equal to the twelve manth-
ly instalments subscribed by the Officer. In thiz case the
liability of Government is real from the outset, being Rs. 180
at the end of the first year and rising to Rs. 25,916 at the
end of the 30th year (column 5). In this case there tv protec-

tion for the family from the beginning, but it is low in the
earlier years (column 6).

columns 7 to 12 of Table TTI, I shew the growth of the Contri-
butory Provident Fund described in. the previous clause, from
which an Endowment Policy of Rs. 8,000, maturing in 15 years
is financed. In this case also the lishility of (Government is
real from the outset and rises from Rs. 180 at the end of the
first year to Rs. 22,601 at the end of the thirtieth (column 10).
The protection afforded to the family is substantial from the
end of the second year of serviee (column 12).

(d) To sum up:—

Pension provides no protection for the family until the officer retires

and commutes a moiety. On the assumption that he will be
56 years of age next birthday the result is Rs. 41,587-8-0,

The simple Contributory Provident Fund provides protection for the

family rising from Rs. 785 at the end of the sccond year to
Rs. 52,985 at the end of the thirtieth year. Only at the end
of the twelfth year does the protection for the family exceed
TRs. 8,000. The cost to.the State at the end of 30 years is
Rs. 25,916.

The Contributory Provident Fund and Endowment Policy provide

protection for the family rising from Rs. 8,226 at the end of
the second year to Rs. 49,708 at the end of the thirtieth
vear, The cost to the State at the end of 30 years is
Ra. 22,601.
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