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Federal Emplcyee and Veteran Benefits Pa:-,rahle as of September 30
Civilian Military Total
{In olions of dollars) 20110 2009 2010 20049 2010 2009
Pension and accrued
benefits .. 1,6329 1,520.4 1,262.7 117714 28356 2,708.5
Post-retirement health and
accrued benefits ... 3555 522 o047 8258 1,260.2 1,178.0
Yeterans compensation
and burial benefits ... N/A MIA 14748 1,375 14748 1,317.5
Life insurance and accrued
benefits ... 440 397 11.7 121 5357 518
FECA benefits ... 218 1748 8.3 a1 301 26.0
Liakility for other benefits ... 0.4 0.3 3.5 3.6 39 39
Total Federal employes
and veteran benefits
paYaBIE oo, 20546 1.939.5 3,665.7 33442 57203 5, 283.7

@ daFEHAe] HalE

Change in Pension and Accrued Benefits

{In blions of dollars} Civiliam  Military Total

Actuarial accrued pension liability as of September 30, 2009.... 15294 11771 27065

Pension Expense:

Expected Marmal costs e 38 240 55.8
Interest on pension liability during the period........coooi 934 67.0 1604
Prior (or past) service cost from the initiation of a new plan ... 0.1 - 0.1
Actuarial (gains)losses (from expenience) ..o {39.8) {21.6) (61.4)
Actuarial {gains)flosses (from assumption changes) 90.5 66.6 157.1

Total pension expense... 176.0 136.0 320
Leas benefits paid ..o 725 S04 1229

Actuarial accrued pension liability as of September 30, 2010 . 16325 12627 28958
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Significant Long-Term Economic Assumptions Used in Determining
Pension Liability and the Related Expense

Civilian Military
2010 2009 2010 2009
Rate ofinterest. ... 5.10% £_25% 5.00% 5.75%
Rate of inflation ....................... R 2.50% 3.50% 2.40% 3.00%
Projected salary increases ... 3.50% 4 25% 3.60% 3.75%

Significant Long-Term Economic Assumptions Used in Determining
Post-Retirement Health Benefits and the Related Expense

Civilian Military
2010 2009 2010 2009
Rate of interest. ... 5.10% 6.25% 5.00% 5.75%
Ultimate medical trend rate ... 7.00% 2.00% 5.65% 6.25%
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Civilian Employees

Pensions

OPM admimisters the largest civilian pension plan, which covers substantally all full-time, permanent civilian
Federal emplovees. This plan includes two components of defined benefit=. These are the Civil Service Fetirement
System (C5E5) and the Federal Emplovess " Retirement System (FERS). The baszic benefit components of the CSRS
and the FEES are financed and operated through the Civil Service Ratirement and Dhzakality Fund (CSEDF).

CSEDF monies are generated primanly from employees’ confributions, agency contibutions, payments from
the General Fund. and interest on mvestments in Treasury secunines. See Mote 24—Eammarked Funds.

The Federal Retirement Thrift Investment Board admunisters the Thrift Savings Plan (TSP) Fund The TSP
Fund investment options melude two fixed meome funds (the & and F Funds), three stock funds (the €, 5, and I
Funds) and five hfecvele funds (L 2040, L 2030, L 2020, L 2010, and L Income). The L-Funds drrersify participant
accounts ameong the G, F. C, 5, and I Funds, using professionally determined investment maxes (allocations) that are
tallored to different fimee honzons. Treasury secunties held in the G-Fund are included in Federal debt secunines
held by the public and accrued interast in the Balance Shestz. The G-Fund held £123 .6 billion and $113.3 hillion m
non-marketable Treasury securities as of September 30, 2010, and 2009, respectrvely.

Military Employees (Including Veterans)

Pensions

The DOD Militarv Retrement Fund (MEF) finances malitary retivernent and survrvor benefit programs. The
increase m the Military Fetrement Pension habality 15 due to additional benefit aceruals {normal cost), mterest on
the penszion hability, assumption and benefit changes, and actuanal experience. Lizbilities 1n the future will depend
on expected changes due to interest and benefit accrnals, future benefit changes, assumpheon changes, and actuanal
EXperience.

The Fund recerves meome from thres sources: monthly normal cost payments from the Services to pay for the
current vear s service cost; anoual payments from Treasury to amorhize the unfunded habihity and pay for the
increase mn the normal cost atibutable to Concwrent Receipt per Public Law 108-136; and investment income.

The muhitary retitement system consists of 2 funded noncontributory, defined benefit plan. It applies fo
nmulitary personnel (Departments of Amay, Navy, Aw Force, and the Manne Corps). This svstem mncludes
nondizability retirement pay, dizability retirement pay, and survivor apnuity programs. hMilitary personnel whe
remain on active duty for 20 vears or longer are eligible for retivement. There are thres different retivernent benafit
formomlas that are cumrently bemg used by the military: Final Pay, High-3 Year Average, and Career Status

BomusMilitary Retrement Feform Act of 1986 (EEDUX). The date an indridual enters the military determines
which retirtement system thev would fall under and if thev bave the option to pick ther retirement svstem. For more
information on thesze benefits, see DODY s websites (http:warw dfas mul amey? ‘bonuszes redux. html, and

bttp: www . defenselink mil'mibitarvpay retrement/ index. himl).
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Note 37: Detined benefit superannuation plans

Within the reporting entity, various Australian Government entities sponsor defined
benefit superannuation plans. Following are the plans that are covered in this note:

* Commonwealth Superannuation Scheme (CSS);

* Public Sector Scheme (PSS);

* Parliamentary Contributory Superannuation Scheme (PCSS);

* Defence Force Retirement and Death Benefits Scheme (DFRDB);

+ Military Superannuation Benefits Scheme (MSBS); and

* the following defined benefit superannuation schemes have been disclosed under
the heading 'Other’. Information on the schemes can be found in the annual report

of the responsible entities.
Scheme title Responsible entities
AvSuper Airservices Australia

Australia Post Superannuation Scheme (APSS)

Australia Post Corporation

State Authorities Superannuation Scheme (SASS), State
Superannuation Scheme (555), State Authorities Non-contributory
Superannuation Scheme (SASCS)

Australian Rail Track Corporation

Australian Submarine Corporation Superannuation Fund (ASCSF)

Australian Submarine Corporation

Naorth American and London, Dublin and New Delhi pension
schemes (NAPS and other)

Department of Foreign Affairs and
Trade

Reserve Bank of Australia Officers’ Superannuation Fund (OSF)
and UK Pension Scheme (UKPS)

Reserve Bank of Australia

The Judges' Pension Scheme (JPS), Governor-General Pension
Scheme and Federal Magistrates Death and Invalidity Scheme
(these two are included in NAPS and other in the tables)

Department of Finance and
Deregulation
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(a) Accounting policies

The Australian Government haz elected to recognize actuarial gainz or losses directly
in other economic flows within the operating statement.

® daAzed g A

(b) Plan descriptions
CS5 and PSS

Members receive a lump sum or pension benefits I\:.n retirement, death, dizablement or
withdrawal. Members may also preserve their benefit in the form of a deferred
pension. The C55 and PSS are clozed to new members.

PC55

MMembers who leave Federal Parliament (or their beneficiaries) are entitled to either a
lump sum or pension benefit depending on the length of their parliamentary service
(e, in the case of death, their marital status). For certain members, payment of their
pension is deferred until age 33. The scheme is closed to new members.

DFRDE

The DFEDE is a closed defined benefit scheme. It provides a pension benefit, nsually to
those individuals with more than 20 years of service on exdt. Part of the pension benefit
can be commmted to a lump sum. The scheme is totally unfunded.

MSBS

The MSES is a partly funded scheme. MSBS member contributions are paid into the
MS5BS Fund that is controlled by the MSBS Board and are therefore not reflected in the
balance sheet. The Australian Government on behalf of the MSBES Fund makes funded
benefit payments to members of the scheme and the Australian Government is
reimbursed by the M3ES Fund for these payments.

COther

These schemes are defined benefit superannuation plans that provide benefits for
employees on retirement, death, disablement or withdrawal. These funds generally
provide defined benefits based on vears of service and final average salary.

@ deFEHrAe] HEelE

(c) Reconciliation of the present value of the defined benefit obligation

Scheme (953 Fas Plah [EIRNEE) MBS =3
2n1n 2nng 2010 2009 00 zonn 2010 2008 2n1n 2n0g 200 2009
am m m sm 3m 3m 4m 4m 3m 3m 4m 3m
Prresent valie of delined ben et
chiigations at beginning of the year  (39,837) (33,6630 (314830 (250020 (738)  (GEH)  (26689) (22917 (A7E1) (3634 (7.600) (13310
Curent service cost (301) (za0) (1210 (533 [RE TR b4 (172) (154)  (1.216) (740) (Z78) (264}
Productiviey contributions (34) (361 1213 (203 - - - - - - - -
Interest cost (3.3068) (3574) (1882 (,676) (41) a3 (4em (1,471 (1,115) (LN (484] (A7)
Contributions by scheme participants (98] [RLv3] 15349) (536) = - o 12321 1206] (4] (411
Actuarial gainsdlosses) (4,2509) (37800 (4.256)  (5860) (41) (46)  (1.645) (35630 (18500  (3.7179) (276) 175
Farmefies pa ' 4,384 1,493 CHH 627 a0 a2z 1,407 1,416 272 F 733 am
Tames, premiumes and expemes pakl 5 5 a2 a0 . - - 2
Transfers in . 2 2
Met dis posal oot - .
Past service cost 1525)
Curtailment gain = 2
Exchange rate gains/{losses) a [E]]
Experience adpstments on benefis
E ffects al changes in benefil
AclAr i Lassum o s
Prresent waliie of defined benelt
abligatiars at end of t heyesar [BA461 (S9837) S RN (B0 (a0 (2855 (26559 (22828 (&IEN (809 (7504

1 Benefits paid includes estimate of net benefits paid and productivity payments.
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(d) Reconciliation of the fair va lue of scheme assots

Scheme C55 =k [ LFRLE [ = BIIES
2010 ] 2010 009 00 2oy 2010 2009 2010 2009 200 2nng
3m 3m Im 3m 3m 3m Im 3m im 3m 3m 3m
Fair vale ol schimie assels al
Esqginning of the year 4,259 L 2,304 - - - Zan 6,977 AR
E xpected return on scheme assets 280 36H G50 - - - - 209 561 B36
Actuarial gainsilosses) 221 (1.0M8) 226 (2,273 < - 5 - (124 (185)  (1,645)
Employer confributions -
appropriation from CRF 2878 2,845 326 240 30 3z 1,400 1,416 383 330 Al L]
Ermployer contributions - productivity
conriba e 34 a6 213 203 = - = - 232 208 -
Contrib koS by scheme parti ipants L] w0 S39 S5 - 19 "1
Transfers in - - - - - - - - - - -
Foreign curmency exc hange
rate changes - | - - - - - - - - (3 -
I.3T0 F-t) 11,271 o065 a0 Az 14057 1.6 asmn AlEE .M ¥.A
Less
Benefits paid’ B384 L] 1o a2y a0 a2 1407 1416 272 257 734 376
Tames, premiumes and espenses paid ] £l 32 a0 - E - - - - 43 19
A,389 500 fAL] 65T a0 EH] 1,407 1,416 272 26T THT LD
Fair value of scheme assets
at end of the year 4,381 4,561 9,300 - - - - 2,230 2,811 6,734 6920
1 Eenefits paid indudes estimate of net benefits paid and productivity payments.
A > 2=
® ARAHE AH A BA) ) o)
() Reconciliation of the net surplusideficit o moognised assets and liabilities in the balanoe shest
Scheme 5] Phs (R [ HE=] MSES Cither
2010 2009 2010 z009 2010 009 2010 2009 2010 2004 z010 2009
3m Fm 3m 3m 3m Fm Fm Fm 3m 3m 3m $m
Befined benefit abligation (64,4463 (58.837) (415440 (34.053)  (BO3) (V30 (28,550)  (26GBU) (22.822) (18,781 (RAF) (F604)
Fair sl el scheme asae s 4,381 1261 10,552 9,308 = - = - 4,239 28N 6,734 6,929
At ment lor coniribut o tax . . - = . . i
Actuarial losses not inclhided in
balance shesst under cormidon
approach as per AASE119 - - - - - - - - - - 15 265
Met superannuation asset (lia bilty) IB006G5) 155 5761 (30292 (24,6440 (B0 7AT (285540 (ZGGEN 019683 (15970 (200 (340

] Ay = 2= A
@ AR AT A48 F0)8 2 A eAel wE Folw wA
{f) Total expense necognised in income statement. amounts moognised directly inequity and cumulative amount of actuarial gains and

losses recognised inthe balance sheot

Scheme C55 [ PSS DF [ E M5 RS X her

2010 2004 nin enng 2010 zond 2nin 2009 2010 2004 E 2008

&m m m in £im m &m T Sm n Hm im

Curment sarvice cost a0 280 1,210 B33 13 12 172 154 1,216 o 278 264
Interest cos 3,906 3574 1,892 1,676 a1 43 1 A6 1471 EATS =1 484 L]
E spected returmn on assets 280} (3681 (620} [SLEY] g - £ - (20 (215) 1561 (636
Superannuation (expensel/income 5827 3488 2443 1,764 54 55 1,632 1,625 21228 1,474 201 106
Total amouwnts rec ogrised in equity’
Aduiarnial gainsd] oeses) (A008)  (a82)  (Aoan) 8,144 (1) i46)  (1,E45) (4564 (1.8974) {9 i146) {1,4700

1 Whefe applicable, [he adiarial gairsases) repo

tEd] A bondes ar e net al incame [ax, 1nhe f.OI'l‘iO|ﬂ-1fE'(10|lElr‘lrllY_| stalement, inome 1A & eliminated, The actiarial

gainsiflosses) represent e sum of the acuarial gainsilosses) from Table 37(c) and (di. The tofal amount recognised as an ‘Other economic fow® in the
carenlidated aperating statement b the year ended 30 Jure 2010 was a ss of $12 164 millon (2008-00: 21,633 miliangain) .

AT BAAE FYE TR FE

[g) The fair valuz of scheme assets is represented by

Scheme (5 [EE] [ LHRLE MSHS Cther

2010 2004 2010 2009 2010 2009 2010 2004 2010 L0049 2010 2ong
Australian eouity 27.1% 2h4%  201%  2h4% . . a0 9% 6.2%
Mar kit Neda | Heskyes Pk HE% TE% . A - - . -
Long shoit exquilies 2.2% 3.4% 2. 2% 4.4% . . . . . . .
International E!q]i} AR 2h5% 2 240 = = 11005 110 0.5% 04%
Fixzd income - - - - - - - oEk (16 %,
Pmpel‘l)- 14 3% 16.7% 14.5% 16.7% = = 4.0 S00E 250% 8%
Private equity - - - - - TR0 THA DA% h. %
Hedge funds - . . . - . - 4.0% Al -
Infrastruchre - . . . . . . .00 100 .
[l istrumens . . . . . .
Internaticnal bonds 5.1% 11,4% §,1% 1, 4% . . . 6, 6% 6.2 %
Ckher A0 . A0 . - - - = AS% 335%
Cash 5.2% 95 % 4. 5% 9.8% - - 26. 0% F40%  17.4% 156%
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() Actual return on seheme assets

Scheme

L55 Pas PLES L¥ RDE [ZE1EE

il

ano L] a0 I TV an i) ano L]
sm Hm sm sm §m §m m §m sm §m

ano
fm

L]
Hul

At rEurn on scheme asses 50 i) 8RS (1 528 . . . a5 (457

ey

11152

0 F8 2de4 7 2 7dsd 9] 24 27

{i) Principal actuarial assump.iiom' atthe balarce sheet dite

Sihigmis

(T3 B PsS LFREH WS

Cthet

2010 2009 200 08 200 2004 010 2004 2010 2004

2010

2004

[iscount rate (active members) S8 AR% 524 aBM A% AE% A% E L A4,
[iscount rate (pension ers) % GA%  S2%  hE%  A2%  GS.6%
Fapeclind rales of putn o pan

assels (active members) 7.0% 7.0% 0% 0%

1.0% 0%

Expected salary increase rate A 0 Ak a0k 40 0% A% 40k a0k a0k
Fapecied pension incease e 5% 5% 5% o 25% 5% 2B 15%

51%

B.4%
1.8%
37%

545

5.8%
LRES
3%

1

Wil eleant o all schemes,

1585 notes bekw for more information,

C55 and PSS

Assumptions have been made regarding rates of retirement, death (for active,
prezerved and pension members), mortality improvements, invalidity, resignation,
retrenchment, retention and take up rates of pensions in the scheme. Assumptons
have also been made for the ages of spouszes and rates of member contributions. Unless
stated otherwise, all assumptions are the same as those used for the Long Term Cost
Feport as at 30 June 2008, Certain estimates and approximations were required to
determine the year end assets and liabilities in the Hme frame required.

The fair value of scheme assets at 30 June 2010 was estimated using the andited fair
value of scheme assets at 30 June 2009 with cash flow items provided by the scheme
manager, other than benefits paid. An estimate of the actnal rate of investment retum
earned by the scheme during the vear te 30 June 2010 was used in determining the fair
value of scheme assets.

In relation to the defined benefit obligation, member data as at 30 June 2009 was
projected forward allowing for decrements in accordance with the Long Term Cost
Feport 2003. The data was then adjusted for the difference between the actual benefit
payments and those based on the assumed decrements. Salaries at 30 June 2010 were
estimated using an assumpton derived from the APS remuneration survey. hMembers”
account balances were increased to be consistent with the level of exit rates prevailing

at 30 June 2010,

The expected return on assets assumption is determined by weighting the expected
long-term return for each asset class by the target allocation of assets to each asset class
and allowing for the correlations of the investment returns between asset classes. The
returns used for each asset class are net of investment tax and investment fees.

PC55

For PC55, in relation to the defined benefit obligation, member data as at 30 June 2009
was projected forward to 30 June 2010 assuming no increase te the backbench salary.
Penszioner data as at 1 July 2009 was projected forward to 30 June 2010 allowing for
mortality in accerdance with the 2003 actuarial investigation.
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DFRDE and MSBS

The Australian Government Actuary (AGA) estimates the unfunded provisions and
expected future cash flows as at 30 June each vear. These estimates are reflected in the
Schedule of administered items. The AGA completes a full review of the unfunded
liabilities (Long Term Cost Report) every three vears. This was last completed in 2003

For the DFEDE the expected return on assets assumption is not relevant as the scheme
iz an unfunded arrangement with no assets.

For the MS5B5 the expected return on assets reflects the fact that the majority of plan
assets are in growth assets that would be expected to return a premium over fixed
interest investments in the long term. In recent vears, the real vield on Govemment
bonds has been of the order of 2.3 per cent per anmum to 3.3 per cent per annum. In
this context, a 43 per cent per annum real rate of return on plan asszets seems
reasonable giving a nominal rate of returm on plan assets of 7 per cent per annum.

Other

The actuarial assumptions asseciated with these defined superannuation plans, such as
rates of retirement, death, and the expected rate of retum, were bazed om the
recommendations of the scheme’s actuary.

A8 7)ol
(i Employer contributions
The following table shows the expected confributions for 2000 by scheme:

Scheme Hul
C55 30
P55 236
PCSS 36
DFRDE 1,532
MSBES 420
Cther 199

Where applicable, the surplus or deficit between accrued benefits and the net market
value of plan assets az determined in accordance with AAS 23 Financial Reporting by
Superanneation Flans is disclosed in the annual financial reports for each scheme.

The accrued benefits for the C35, P35 and M3E5 comprised a funded component,
which will be met from the relevant scheme’s funds (that is, accumulated member
contributions and, where applicable, productivity contributions, plus interest) and an
unfunded component to be financed by the Australian Government at the time the
superannuation benefits become pavable.

The accrued benefits for the DFEDE, DFEE and PCS5 have no assets to meet benefit
payments. Instead, the plans are financed by the Australian Government at the time
benefits become payable.
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Forecast Actual
Original Estimated 30 June 30 June
Budget Actuals 2010 2009
$m Sm Sm Sm
10,307 9,154 Government Superannuation Fund [G5F) 9,936 8,988
- 4 Other funds 4 5
10,307 9,158 Total retirement plan liabilities 9,540 8,993

By source

10,307 9,156 Core Crown 59,938 £.991
1 1 Crown entities 1 1
{1) 1 State-owned enterprises 1 1
- Inter-segment eliminations - -
10,307 §,158 Total retirement plan liabilities 9,940 8,993

The Government operates a defined benefit superannuation plan for gualifying employees who are members of
the Government Superannuation Fund (G5F). The members' entitlements are defined in the Government
Superannuation Fund Act 1956, Members make regular payments to G5F and in return, on retirement, receive a
defined level of income. G5F is closed to employees who were not members at 1 July 1592,

The G5F obligation has been calculated by the Government Actuary as at 30 June 20100 A Projected Unit Credit
Method, based on balance-date membership data, is used for the valuation. This method requires the benefits
payable from the G5F in respect of past service to be estimated and then discounted back to the valuation date.
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Amounts recognised in the statement of financial position in respect of G5F are as follows:

Actual
30 June 30 June
2010 2009
Sm Sm

Net G5F Obligation
Present walue of defined benefit obligation
Fair value of plan assets

12,881 11,792
{2,945} {12,804

Present value of unfunded defined benefit obligation

9,935 8,988

Present value of defined benefit obligation
Opening defined benefit obligation
Expected current service cost

Expected unwind of discount rate

Actuarial losses/(gains)

Benefits paid

Other

11,792 11,831

122 133
447 821
1343 (111
(828 {882

(2) -

Closing defined benefit obligation

12,881 11,792

Fair value of plan assets

Opening fair value of plan assets
Expected return on plan assets

Actuarial gains/{losses)

Funding of benefits paid by Government
Contributions from other entities
Contributions from members

Benefits paid

Other

2,604 3,574
168 223
117 {808}
511 618

13 13
60 64
{828} (832}

(2) -

Closing fair value of plan assets

2,945 2,804

© GsFel #Este] AP LIH A4E FA

Amounts recognised in the statement of financial performance in respect of G5F are as follows:

Forecast Actual
Original Estimated 30 June 30 June
Budget Actuals 2010 2009
sm sm Sm Sm
Personnel Expenses
Expected current service cost 122 133
Expected unwind of discount rate on G5F obligation 447 822
Expected return on plan assets {168) 1223)
Contribution from funding employers 173) [77)
Past service cost - -
370 368 Total included in personnel expenses 328 655
Net {Gains)/Losses on Non-Financial Instruments
12 408 Actuarial losses recognised in the year 1,231 695
3az 1,559 1,350

776 Total GSF ENpPENSE

The Government expects to make a contribution of 5649 million to GSF in the year ended 30 June 2011

In addition to its obligations to past and present employees, because G5F is liable to income tax, the Crown

will be required to make additional contributions egquivalent to the tax on future investment income.

tonr
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The principal assumptions used for the purposes of the G5F actuarial valuations are as follows:

Actual
30 June 30 June
2010 20059
B )
Summary of assumptions
For following year
Discount rate 3.5% 3.8%
Expected return on plan assets 6.0% B6.3%
Expected rate of salary increases 3.0% 3.0%
Expected rate of inflation 5.9% 2.3%
Beyond next year
Discount rate from 2 to 16 years 4.5% to 3.8% to
6.2% 7.T%
Discount rate from 17 years onwards 605 B0
Expected return on plan assets 6.0% B6.3%
Expected rate of salary increases 3.0% 3.0%
Expected rate of inflation from 2 to 15 years 2.4% to 2.0% to
2.5% 2.3%
Expected rate of inflation from 16 years onwards 2.5% 2.0%
® cspel Fo #¥E waate Yo 3 g4 s 27
The major categories of G5F plan assets at 30 June are as follows:
Actual
30 June 30 June
2010 2009
Sm Sm
Equity instruments 1,551 1,208
Debt instruments 776 510
Property 168 161
Other 450 925
2,945 2,804

Fair value of plan assets

The expected rate of return on the plan assets of 6.00% (2009: 6.25%) has been calculated by taking the
expected long term returns from each asset cdass, reduced by tax and investment expenses {using the current

rates of tax and investment expenses).

The actual return on plan assets for the year ended 30 June 2010 was 10.42%, or $285 million (2009: -16.76% or
-5583 million).

S|
o

M
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Sensitivity Analysis

The present value of the G5F obligation is sensitive to underlying assumptions such as the discount rate,
inflation rates and expected salary increases. These assumptions are closely linked. For example, a change to
the discount rate may hawve implications on the inflation rate used. Therefore, when calculating the present
walue of pension payments it is unlikely that an assumption will change in isolation.

If the discount rate was to change in isolation, this would impact the measurement of G5F cbligation as per the
table below:

Change Impact on obligation

Actual
30 June 30 June
2010 2009
Sm Sm

Sensitivity of assumptions

Discount rate + 1% (1,243) {1,085)
- 1% 1,452 1,299

it SHAEZY MEHME SAHS
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Historical Analysis
Actual gains and losses comprise experience adjustments (the effects of differences between the previous

actuarial assumptions and what has actually occurred in the year) and the effects of changes in actuarial
assumptions on valuation date. The history of the present value of the unfunded defined benefit obligation

and experience adjustments is as follows:

Actual
30 June 30 June 30 June 30 June
2010 2009 2008 2007
Sm Sm Sm Sm
Fresent value of defined benefit obligation 12,881 11,792 11,831 11,167
Fair value of plan assets [2,945] {2,804) {3,574} {4,007}
Present value of unfunded defined benefit obligation 9,936 8,988 8,257 7,160
Experience adjustment - increase/({decrease) in plan liabilities 286 79 164 129
Experience adjustment - increase/{decrease) in plan assats 117 [806] (479] 136
Total experience adjustments (169] [885) (B643) 7
Changes in actuarial assumptions [1,062] 190 (455) 1,126
Actuarial {losses)/gains recognised in the year (1,231} [6595) (1.098) 1,133

A g A A1 718 GSFY deld Folia] o

Undiscounted defined benefit obligation

The reported GSF defined benefit cbligation of $12,881 million {2009: $11,792 million) represents the net
present value of estimated cash flows associated with this obligation. The following table reprasents the
timing of future undiscounted cash flows for entitlements to 30 June 2010, These estimated cash flows

include the effects of assumed future inflation.
30 June 30 June

2010 2009

$m sm

Mo later than 1 year 241 244
Later than 1 year and no later than 2 years 278 855
Later than 2 years and no later than & years 2,646 2,622
Later than 5 years and mo later than 10 years 4,464 4,352
Later than 10 years and no later than 15 years 4,392 4,253
Later than 15 years and no later than 20 years 4,068 3,908
Later than 20 years and no later than 25 years 3,510 3,366
Later than 25 years and no later than 30 years 2,742 2,644
Later than 30 years and no later than 35 years 1,935 1,880
Later than 35 years and no later than 40 years 1,230 1,210
Later than 40 years and no later than 45 years 699 697
Later than 45 years and no later than 50 years 349 353
Undiscounted defined benefit obligation 27,752 26,984

After 50 years there is expected to be a reducing level of cash for a further 20 years totalling approximately 5211
million [2009: 5243 million).

g} go] FHAE FAHRE 145 19914 878 FAAGS gFE F40
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n)=F ARG o] ALS|AF-S SFFAS 17 “Accounting for Social Insurance”] w2} 37|
A Em, FH FAIAGE o] 7]EA A A A st ATk, SFFAS 17914 & A3 B

3 AdHE EAES d4sA &= gl AAANEE 2o Statements of Social
5 T el 2@ A4S FHe ATH, AEugol
LR 54 B2l RSI(Required Supplemental Information) ol A A| &
S o3 ek s DFF S 1A, 4R SlE AT, O3 198
FHE=Z A oS revenue®} expenditure®] AR 7R E 77t AHESte] EES HHE
BOIE AFALOI, 5, 9 U2 iole] AtlnE SR Bt
FAEA ] B 77k FEe] AFA|EolTh SFFAS 179 A8 E /N7 S SFRAS 27
B 140N srAs 17¢] -S89l A RS ERE B33t Po] AN 3

» Old-age, Survivors, and Disability Insurance (OASDI or Social Security)
* Medicare Hospital Insurance (HI)

* Medicare Supplementary Medical Insurance (SMI)

* Railroad Retirement benefits (RRB)

¢ Black Lung benefits

» Unemployment Insurance for the general public (UI)

A}8) B8 F Railroad Retirement benefits (RRB) &= AF-Z2ZA7} obd A =F21e] A
a2A0] Fo TYE Aolnz Selueel AURRRLY AFH FAE]

5) SFFAS 179 41+= required supplementary stewardship information (RSSI) 2 | &8I== 3} ]S} SFFAS 25
oA 71 BAFA x| FFHE=S N s
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United States Government
Statements of Social Insurance (Note 26)

Present Value of Long-Range (75 Years, except Black Lung) Actuarial Projections

(Im billicns of doliars) 2010 2008 2008 2007 2006
Federal Old-Age, Survivors and Disability Insurance (Social Security): =
Revenue (Contributions snd Earmarked Taxes) from:
Participants who have attained eligibility age (62 and over) ... 872 578 542 477 533
Participants who have not attained eligibility age ... 18914 18,558 18,240 17,515 16,568
Future participants ... 18,532 18,082 17,588 18,121 15,008
All current and future participants... 40,118 327 38,357 34,113 32,107
Expenditures for Scheduled Future Beneﬁts fclr
Participants who have attained eligibility age (52 and mrerjl (B.005) (7. 445) (6.958) (8.329) (5,8084)
Participants who hawve not attained Ellgll:ulrtg.I age .. (32,225) (30,207} [28,021) [27.828) (28,211}
Future participants .. (7.744) (7.223) (6.933) (6.819) (B.480)
All current and future partu:: pant5 - (48.065) [44.804) (42,811} (40.876) 38,557)
FPrezent value of future expendifures in excess -::-f :r'ufl.rre
PBUBIIIR oo oo oo = I =T O (<) R = =T S - -
Federal Hospital Insurance (Medicare Part A): =
Rewvenue (Cantribufions and Earmarked Taxes) from:
Participants who have attained eligibility age (85 and over) ... 248 208 02 178 182
Participants who have not attained aligibility age .............. 7.218 8,248 8,220 5,878 5,885
Future participants .. 8,944 5.451 5,381 4,870 4,767
All current and future pam-:: panrs 14,408 12,008 11,883 11,023 10,644
Expendifures for Scheduled Future Benefi&c fclr
Participants who have attained eligibility age (85 and over) ..... (2,848) (2,858) (2,747} (2,558) [2,387)
Participants who have not attained eligibility age ... - 112,032) (18,147} [17,365) (15,832 (15,633)
Future participants .. (2.411) (4.873) (4.5086) (5.118) [3.904)
All current and ful:ur\C.l pam-:: pants . e 17. 001} [25.778) [24.819) [23.315) (21,934
Prezent value of future expendl!wea in excess m’ fuh.rre ] R : . :
FEVIEIILIS ..o oot e e e e c e s e emcs e e (2.683) {13,770} (12,738) (12,202) {11,280}
Federal Supplementary Medical Insurance (Medicare Part B): =
Rewvenue (Premiums) from:
Participants who have attained eligibility age (85 and over) ... 538 408 481 433 408
Participants who hawve not attained Eligil:-il'rtg.I = L 3480 4,224 3,850 3,184 ERL-T)
Future participants .. 538 1,270 1,158 1,172 208
All current and future paru-:: pants. 4,838 5,082 5478 4,788 4,481
Expenditures for Scheduled Future Beneﬁ&c fclr
Participants who have attained eligibility age (85 and over) .. {2.166) {2,142} {1.586) (1.834) [1.773)
Participants who have not attained eligibility age ... - {12,587) [16.342) (14,849 (12,130) (12,433)
Future participants .. (2,084) (4.872) (4,262} (4,257 [3.407)
All current and future parunz: p.]I'ItS - weereeee___ LT TAT) [23.156) [21.187} [18.221} (17,613}
Frezent valus of future Expendm.wes in excezs clf furure
revenue e 128010 (17188 5 7100°  (13433% (1303t

Totals may not equal the sum of components due to rownding.

The accompanying notes are an integral part of these financial statements.
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United States Government
Statements of Social Insurance (Note 26), continued

Present Value of Long-Range (75 Years, except Black Lung) Actuarial Projections

{In billions of dollars) 2010 2009 2008 2007 2006
Federal Supplementary Medical Insurance (Medicare Part D): =
Revenue (Premiumes and Sfate Tranafers) from:
Participants who have attained eligibility age (65 and over) ... 165 140 123 167 173
Participants who have not attained eligibility age ... 1,628 1,442 1,380 1,627 1,700
Future participants .. 624 618 504 811 482
All current and fu ure parJu pants 2,488 2,190 2,107 2,405 2,366
Expenditures for Scheduled Future Beneﬁtc for:
Participants who have attained eligibility age (65 and aver) .. (B4 (585) (581) (T84} (782
Participants who have not attained eligibility age ... . {6,355) {6, 144) {6,527} (7,273} (7,338}
Future participants .. (2,714} (2,632} (2.858) (2.600) (2.121)
All current andfu ure parJupants ..................................... (8,715} {8,371} (0,984 (10,784} (10,250}
Prezent value of future EXpEﬂd-'l‘i..l.l"E".- in excezs of future .
revenue ' (72280 (7A72)° (7.857T)F  (a361)° (7884 °
Railroad Retirement:
Revenue (Contributions and Earmarked Taxes) from:
Participants who hawve attainad eligibility ................ 5 5 5 <] <]
Participants who hawve not attained eligibility 47 48 43 41 40
Future participants s 70 54 54 {la]
All current and future parficipants 118 123 102 100 100
Expenditures for Scheduled Fulure Benefifs for:
Farticipants who have attained eligibility ..ol (105} (102) e (23 (22
Farticipants who hawve not attained eligibility .............. (88} (91} (a8 (&8) (54)
Future participants (27} (30} [26) (28} (28]
All current and future paricipants ..o (220} (223) (212} {205) {201}
Prezent value of future expendifures in excess of .
Future revente T o' pom* pomd gost  ponf
Black Lung (Part C}:
Frezent value of fifure revenue in excess of flfure
emendfﬁ.rresc ...................................................................... g* g 5" 5" 4"
Total present value of future expenditures in excess
of future revenue (30.857) (45.878) (42.870) (40.248) (38,851}
Totals may not equal the sum of components due to rounding.
The accompanying notes are an integral part of thesa financial statements.
atf ZHAZo YEHME ZAYY 69




United States Government
Statements of Social Insurance (Mote 26), continued
Present Value of Long-Range (75 Years, except Black Lung) Actuarial Projections

{In billions of doliars) 2010 2009 2008 2007 2006

Social Insurance Summary: 14
Farticipants wha have aftained eligibility age:
Revenue (e.g., Contributions and earmarked taxes) ... 1,628 1,427 1,333 1,260 1,312
Expenditures for scheduled future benefits .. (13,881) (13,282) (12,389} (11,608) (10,920}
Present value of future expendm.lrEE in excess of

future revenue . rvrmmnmameneeenee | 12,033) (11,835) (11,036) (10,348) (9.608)
Participants who have not aftained Ekgrbdﬂy age:

Revenue (e.g., Contributions and earmarked taxes) ... 32,263 30,821 29,851 28,342 27,180

Expenditures for scheduled future benefits ... [(63,287) (70,231} (67.250) (63,066) (61.6846)

Present value of future expenditures in excess of

future revenue .. (31.024) (40,210} (38,089) (34.714) (34.538)

Closed-group — Total present value of future

expenditures in excess of future revenue..._.... ... (43.057) (52,145) (48,135} (45,082} (44, 145)
Fuiure participants:
Reavenue (2.g.. Contributions and earmarked taxes)........ 28,075 25491 24,743 22,828 21,227
Expenditures for scheduled future benefits .................._ (15.875)  (18.224y  (18.578) _ {18714y _ (15.833)

Present value of future revenue in excess of future

expenditures ... 12,200 5,267 8,165 4,114 5,204

COpen-group — Total present value of future

expenditures in excess of future revenue.___ (30.857) (45878} _ (42.970) _ (40.248) _ (38.851)

_ The projection peried is 1/1/2010 -12/31/2084 and the valuation date is 1/1/2010.

* The projection period is 1/1/2000 -12/31/2083 and the valuation date is 1/1/2009.

* The projection period is 1/1/2008 -12/31/2062 and the valuation date is 1/1/2008.

* The projection period is 101/2007 -12/31/2081 and the valuation date is 1/1/2007.

* The projection period is 1/1/2006 -12/31/2080 and the valuation date is 1/1/2008.

* Thesa amounts represent the present value of the future transfers from the General Fund of the Treasury to the Supplementary Medical
Insurance Trust Fund. These future intragovemmental transfers are included as income in both HHE' and the Centers for Madicare &
Medicaid Services' Financial Reports but are not income from the Governmentwide pe tive of this report.

* These amounts approximate the present value of the future financial interchange and the future transfers fram the General Fund of the
Treasury to the Social Secunty Equivalent Bensfit Account (see discussion of Railroad Retirement Program in the required suppéemental
information section of this report). They are indudad as income in the Railroad Retirement Financial Report but are not income from the

Gnmmmennmde perspective of this report.

" Dioes not inclede interest expense accniing on the cutstanding debt

The projection pericd is B30V2010 -2030/2040 and the waluation date is BI23002010
"® The projection period is /30/2009 -2/30/2040 and the valuation date is 9/30/2009.

' The progection peried is B/30W2008 -0/30/2040 and the valuation date is 8/30/2003.

:"’ The projection period is 302007 -Q3012040 and the valuation date is 9/20/2007.

? . The projection periad is 8302006 -8/30/2040 and the valuation date is 9/20/2008.

* Partic prns for the Social Security and Medicare programs are assumed 1o be the “closed-group” of individuals who are at least age 15
at the start of the projection peried, and are participating as either taxpayers, bensficianies, or both, except for the 2007 Medicare
programs for which current participants are assumed to be at beast 18 instead of 15 years of age.

Totals may not equal the sum of compenents due to rounding.

The accompanying notes are an integral part of these financial staterments.
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Personal benefits

1.106 Personal benetits are recorded when the government provides monetary
transfers directly to households. Personal benefits are divided into two
categories; period-based and pay-day based.

1.107 Period-based personal benetits are paid in arrears tollowing an entitlement
period. Period-based personal benetits owing at the end of the tinancial yvear are
included as liabilities. A liability is recognised for payv-day based personal
benetfits as thev are also paid tortnightly in arrears.

1.108 Indirect benetits are recorded where the government provides goods and
services directly to households as social transters in kind which includes
medical and pharmaceutical benefits. Under AASB 1049, indirect benefits are
classified as payvments for the supply of goods and services within gross

operating expenses.
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Weifare benefits and entitiements

Welfare benefits and entitlements, including New Zealand Superannuation, are recognised in the period when an

application for @ benefit has been received and the eligibility criteria met.
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IPSASBE 2008  AF3|Z=a] 200 3 7134 0] IPSAS ED34  “Social Benefits:
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1. Unemployment benefit 1s administered under the provisions of the Emplovment
Act 1976, as amended by the Employment Acts of 1992 and 2003. Regulations
laid under these Acts provide a number of detailed requirements. The main
eligibility criteria are that individuals are:

. Aged over 18, but under retirement age for a basic/welfare social secunty
pension (currently 65 vears);

. Have not been in paid employment for a period of seven days:
. Available for work; and
. Actively seeking work — benefit may be terminated 1f an individual rejects

meore than three offers of work.
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2. This disclosure provides an estimate of the amounts expected to be transferred to
eligible mdividuals or households that have satisfied threshold eligibility criteria at
the reporting date. The estimate 1s a gross figure and 1s not offset by nflows such
as taxation. appropriations and transfers from other levels of government. It does
not take account of possible income tax or other deductions payable by eligible
individuals.

Present Valne of December 31, 20X2  December 31, 20X1
Amounis Expecied fo be

Transferred to All (millions of currency (millions of currency
Eligible Individnals or units) units)

Househalds ar

Reporting Date

850 855
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3. The number of eligible individuals at the reporting date was:
December 31, 20X2 December 31, 20X1
(000s) (0005)
1,015 1,123
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4. In making the projections, key assumptions in relation to those who receive

benefits are that (where these assumptions have changed figures in brackets
present the position at December 31, 20X1):

. 40% of those 1n receipt of benefit as at December 31, 20x2 will return to
work or otherwise cease to be eligible for benefit within one year of the
reporting date (42% as at December 31. 20 X1);

. A further 35% will return to work or otherwise cease to be eligible for
benefit within three years of the reporting date (31% as at December 31,
20X1):

. A further 10% will return to work or otherwise cease to be eligible for
benefit within five years of the reporting date (12% as at December 31,
20X1):

. The remaining 15% of individuals currently eligible will still be claiming

benefit after 5 vears from the reporting date.
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5. It is assumed that benefits payable under the program will mcrease in line with
Central Bank targets for mflation. Currently this target 1s 2% a year.
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The time value of money recognizes that cash outflows in vears immediately
following the reporting date are more onerous than those arising in later years. For
this reason. projections are discounted to their present value using a discount rate
that 1s not adjusted for risk. The rates used in this reporting period and the
previous reporting period were:

December 31, 20X2 December 31, 20X1

2.4%0 2.1%
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The financial effect of the changes 1 assumptions 1s (mullions of currency units):

Decrease in expense due to change in discount rate: 101
Increase i expense due to changes in other assumptions: 58
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An external actuary was consulted on the assumptions used in determining these
projections.
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9.

Currently liabilities and expenses related ho unemployment benefit are recognized
on a due and payable basis. This means that the next payment following the
satisfaction of the eligibility criteria, listed in paragraph 1 above. is expensed
when eligibility criteria are satisfied. Any payments that have not been made at the
reporting date are recognized as liabilities i the statement of financial position.
During the financial year ended December 31, 20X2 an expense of 39.2 nullion
currency units was incurred (38 9 million currency units for the financial year
ended December 31 20X1). At the reporting date. a liability of 1.4 muillion
currency umits was recogmzed (1.37 mullion currency units as at December 31
20X1).
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Note 26. Social Insurance

The Statement of Social Insurance presents the projected actuanal present value of the estimated future
revenue and esfimated future expenditure: of the Social Security, Medicare, Railroad Retirement, and Black Lung
social insurance programs which are administered by the 554, HHS, EREE. and DOL, respectivaly. Theze estimates
are based on the economic and demographic assumptiens presented later n this nete as set forth in the relevant
Soctal Secunty and Medicare tustees’ reports and in the agency financial report of HHS and in the relevant agency
performance and accountability reports for 554 RRB. and DIOL. The projections are based on the contirnation of
program provisions contained m current lawr. The estimates m the censolidated Statements of Soctal Insurance
{%05I) are for persons who are participants or eventually will participate m the programs as contributors {workers)
or beneficianes (retived workers, survivors, and disabled) dunng the 73-vear projection peried (Black Lung 1z
projected only through September 30, 2040 because the prejection penod will terminate on September 30, 2040).

Coninibutions and earmarked taxes consist of: payroll taxes from employers, emplovees, and self-employed
persens; revenue from Federal meome taxation of Old-Agze and Swrvivers Dizability Insurance (OASDI) and
ratlroad retirement benefits; excise tax on coal (Black Lung): and preminms from. and State transfers on behalf of
participants in Medicare. Income for all programs 1= presented from a censolidated perspective. Future interest
pavments and other future intra governmeantal ransfers have been excluded upon conzobidation. Expenditures include
scheduled benefit payments and admimstrative expenses. Scheduled benefits are projected based on the benefit
formmlas under current law. However, current Seeial Secunity and Medicare law provides for full benefit payvments
only to the extent that there are sufficient balances in the tust funds.

Aetanal present values of estimated future reverie (excluding mterest) and estimated future expenditures for
the Soeial Security, Medicare, and Railroad Fetirement social insurance programs are presented for three different
zroups of parficipants: (1} current participanis who have attamed sligibility age, (2} cumrent participants who bave
not attained elimibility age. and (3} firtwre participants who zre new entrants expected to become paricipants in the
future. Cwrrent participants in the Sectal Secunty and Medicare programs form the “closed group” of taxpayers
and’or beneficianes who are at least age 15 at the start of the projection period. For the 2007 Medicare projections,
curent participants ave at least 18 vears of age at the beginning of the projection period. Since the projection period
for the Social Security, Medicare, and Railroad Eefitement socizal msurance programs consists of 75 vears, the
period covers virtually all of the current participants” working and retirement years, a period that could be greater
than 73 vears in a relatively small mumber of instances. Future participants for Social Secunty and Meadicare include
births during the projection period and indraduals below age 15 (below age 18 for the Medicare programs for 2007}
a5 of January 1 of the valuation vear. Railroad Fetivement's future parficipanis are the projected new entrants as of
Tanuary 1 of the valuation vear.

The present values of future expenditures mn excess of future revenue are the current amount of funds needed to
cover projected shortfalls, exeluding the staring trust fund balances, over the projection peried. They are caleulated
by subtracting the actuanal prezent values of futrs scheduled contributions and dedicated tax meome by and on
behalf of current and fumre participants from the actuarial present value of the future scheduled benefit payvments to
them or on therr behalf.

@ Trust FundQ| LHA

86

The trust fund balances as of the valuation date for the respective programs, including interest earned, are m
the table shown below. Substantially 2]l of the Social Secunty (OASDI) and Medicare Hospital Insurance (HI}, and
Supplementary Medical Insurance (SMI} trust fund balances consist of investments in special non-marketable U 5.
Treaswry secunties that are backed by the full fauth and credit of the 1.5, Government.

Social Insurance Programs Trust Fund Balances '

{In billions of dollars) 2010 2009 2008 2007 2006
Social Security.....ccooeceeeeeee 2,540 2419 2,238 2,045 1,859
Medicars:
304 321 312 300 285
SMI PartB . 76 5o 53 35 23
SMI PartD ... 1 1 3 1 -
Railroad Retirement . 25 22 33 32 30
Black Lung.. .o (3] (B} {10} (10} (10}

' A= of the walustion date of the respactive programs.
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Social Security

The Old Age and Swvivors Insurance (OASD) program, created 1n 1933, and the Disability Insurance (DI}
program, created m 1958, collectively referred to as OASDI or “Social Secunty,” provides cash benefits for eligibla
U.5. ciizens and residents. Elizibility and benefit amounts are determined under the laws applicable for the period.
Current law provides that the amount of the monthly benefit pavments for workers, or their eligible dependents or
survivors, 15 based on the workers” hfetime earmings histories.

The primary finacrcmg of the OASDI Trust Funds are tl:xe: paid by workers, thewr emplovers, and indraduals
with self-employment income, based on work covered by the OASDI Program. Eefer to the Social Insurance
segment in the Supplemental Information section for additional mfermation on social security program financing.

That portion of each trust fund not requoed to pay benefits and administrative costs 15 imvested, on a daily basis,
n interest-beaing oblizations of the U5, Government. The Socizl Secunity Act authonzes the 1ssuance by the Treasury
of special nonmarketable, infragovernmental debt obligations for purchase sxclusively by the tmast funds. Although the
spectal 125ues cannot be bought or zold in the open markeat, they are redeemable at any time at face value and thus bear
no rizk of fluctuation in principal vale due to changes in market yield rates. Interest on the bonds is credited to the
trust funds and becomes an asset to the funds and a Liabality to the General Fund of the Treaswry. These Treasury
securities and related interest are eliminated in consclidation at the Governmentwide level.

Medicare

The Medicare Program, created in 1965, has two separate trust funds: the Hospital Inswrance (HI, Medicare
Part A) and Supplementary Medical Insurance (SMI, Medicare Parts B and D) Trust Funds. HI pays for inpatient
zeute hospital services and major alternatives to hospitals (skilled nursing services, for example) and SMI pays for
hospatal outpatient services, physician services, and assorted other services and products through the Part B account
and pays for preseription drugs through the Part D account. Though the events that tigzer benefit payments are
simmilar, HI and SMI have different earmarked financmg structures. Simlar to OASDI, HI 15 financed primanly by
pavroll contmbutions. Other meome to the HI fund includes a small amount of premium income from voluntary
enrollees, a portion of the Federal income taxes that beneficiaries pay on Secial Secunity benefits and interest
credited on Treasury secunities beld in the HI Trust Fund. These Treasury securities and related interest are
eliminated in the consohidation at the Governmentwide level.

For 3MI, transfers from the Geperal Fund of the Treasury represent the largest source of income for both Parts
B and D). Beneficiaries finance the remainder of Parts B and I costs via monthly premiums to these programs. With
the miroducton of Part D drug coverage, Medicaid 15 no longer the primary paver for beneficianes dually elizible
for Medicare and Medicaid. For those beneficianes, States must pay a porthon of thewr estmated foregone drug costs
into the Part D account (referred to as State transfers). As with HI, interest received on Treasury securities beld in
the SMI Trust Fund 15 credited fo the fund and these Treasury securifies and related interest are eliminated 1n
consolidation at the Governmentwide level. Fefer to the Social nsurance segment in the Supplemental Information
section for additional information on Medicare program financing.

The Medicare Prescription Dmg, Improvement, and Modermization Act (MMA), enacted on December 8,
2003, created the Part D account in the SMI Trust Fund to account for the presciiption drug benefit that began in
2006, The MMA established within SMI two Part [t accounts related to prescription diug benefits: the Medicare
Preseription Dhug Account and the Transitonal Assistance Account. The Medicare Prescription Dirug Account was
used 1n conpunchion with the broad, voluntary presenphon dmg benefits that commenced in 2006. The Transihonal
Assistance Account was used to provide trapsitional assistance benefits, begmning 1n 2004 and extending through
2003, for certain low-income beneficiaries prior to the start of the new prescription drug benefit.

4t BHAZ HEHE BAYSY | 87




Affordable Care Act (ACA)

The Affordable Care Act improves the financial outlock for Medicare substantially; however, the effects of
some of the new law’s provisions on Medicare are not known at this fime, with the rezult that the projections are
much more uncertain than normal, especially 1o the longer-range future. For example, the ACA mitiative for
aggressive research and development has the potential to reduce Medicare costs in the future; however, as specific
reforms have not vet been designed, tested, or evaluated, their abulity to reduce costs cannot be estimated at this
time_ and thus no specific savings have been reflected in the projections for the mmihatve.

Amnother important example involves lower paviment rate updates to most categones of Medicare providers mn
2011 and later. These updates will be adjusted downward by the inereasze in productivity expenenced in the
economy overall. Smmee the provision of health services tends to be labor-intenzive and is often customized to mateh
an individuals” specific needs, most categories of health providers have not been able to improve their productivity
to the zame extent as the economy at large. Over time, the productrvity adjustments mean that the prices paid for
health services by Medicare will grow about 1.1 percent per year more slowly than the increase in prices that
providers must pay to purchase the goods and services they use to provide health care services. Unless providers
could reduce thew cost per serice comrespondingly, through productvity improvements, or other steps, they would
eventually become unwilling or unable to treat Medicare beneficianes.

It 1= possible that providers can improve thew productivity, reduce wasteful expenditures, and take other steps
to keap thew cost growth within the bounds impeosed by the Medicare price limitations. Sinularly, the
implementation of payment and delivery system reforms, facilitated by the ACA research and development
program, could help constrain cost growth to a level consistent with the lower Medicare payments. Theze outcomes
are far from certam, however. Many experts doubt the feasibility of such sustained improvements and anticipate that
over time the Medicare price constraint: would become unwerkable and that Congress weould likely overnide them,
much as they have done to prevent the reductions 1n phy=sician payment rates otherwise required by the sustainable
growth rate formula in current law.

The reductions m provider payments reflected in these updates, if implemented for all future years as required
under current law, could have secondary impacts, for beneficiary access to care; utilization, intensity and quality of
services; and other factors. These possible impacts are speculative, and at present there 15 not consensus among
experts as to their potential scope. Further research and analy=is will kelp to better mform this 1ssue and may enable
the development of specific projections of secondary effects under cwrrent law m the future.

Tha 5051 projections are based on cwrent law. Therefors, the productivity adjustments are azsumed to ocour
in all future vears, as required by the Affordable Care Act. In addition, reductions in Medicare payment rates for
physician services, totaling 30 percent over the next 3 vears, are assumed to be implemerted as required under
current law, despite the virtual certainty that Congress will continue to ovemide these latter reductions. Thevefore, 1t
1= important to note that the actual future costs for Medicare are hikely to exceed those shown by these current-law
projections.

The extent to which actual future Part A and Part B costs exceed the projected current-law amounts due to
changes to the productivity adjustments and physician payments depends on both the specific changes that might be
legislated and on whather Congress would pass further provisions to help offset such costs. As noted, theze
examples only reflect bvpothetical changes to provider pavment rates.

It iz likely that in the coming years Congress will consider, and pass, oumerous other legislative proposals
affecting Medicare. Many of these will hikely be designed to reduce costs in an effort to make the program more
affordable. In practice, 1t 15 not possible to anticipate what actions Congress nught take, sather in the near term or
over longer peniods.

The Medicare Board of Trustees, in their armual rapoit to Congress, references an alternative scenarto to
1llustrate the potential understatement of costs under current law. This alternative scenano assumes that the
productivity admstments are gradually phased out over the 13 vears staring in 2020 and that the physician fee
reductions are overndden. These examples were developed by managzement for illustrative purposes only; the
calculations have not been audited; and the examples do not attempt to portray likely or recommended funire
outcomes. Thus, the llustrations are useful cnly as general indicators of the substantial impacts that could result
from future legizlation affecting the productivity adjustments and physician pavments under Medicare and of the
broad range of uncertainty assoctated with such impacts. The table below contains a comparnisen of the Medicare 73-
vear present values of meome and expenditures under cwwvent law with those under the alternative scanario
lustration.
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Medicare Present Values (in billions) (Unaudited)

2010 Consolidated Hustrative Alternative
S008I Scenario " °
Income
B14,408 §14 408
4 838 7,684
2488 2485
521,730 $24 578
$17,091 $21,745
17,737 25,284
9,715 9715
544 543 $50, 744
Pam A %2 683 57,337
Pam B o 12,901 20,600
Pamt D e 7.229 7.229
Excess of Expenditures over Income ... $22 813 535,166

! These amounts are not presented in the 2010 Trustees' Report.

* At the request of the Trustees, the Office of the Actuary at CM3 has prepared an Sustrative set of Medicare Trust
Fund projections that differ from cumrent law. Mo endorsernent of the illustrative altemnative to cument law by the
Trustess, CM3. ar the Office of the Actuary should be infiemed.

* Excludes $12,901 billion and 520,600 of General Revenue Contributions from the 2010 Consolidated S0S] projection
and the lllustratve Altemnative Scenanio's projection, respectively; i.e., to refiect Part B income on a consolidated
Governmentwide basis.

* Excludes $7,229 billion of General Revenue Contributions from both the 2010 Consolidated SOS! projection and the
lustrative Aliemative Scenario’s projection. respectively; ie.. to reflect Part D income on a consolidated
Governmentwide basis.

As expected, the differences between the current-law projections and the illnstrative alternative are substantial
for Part A and Part B. All Part A fee-for-service providers ave affected by the productivity adjustments, so the
current law projections reflect an estimated 1.1 percent reduction in annual Part A cost growth each vear. If the
productivity adjustments were gradually phased out, as illustrated under the alternative scenanio, the present value of

Part A expenditures 15 estimated to be roughly 27 percent higher than the cument-law projection. As indicated above,
the present value of Part A income 15 unchanged under the alternative scenane.

The Part B expenditure projections are significantly higher under the alternative scenano than under current
law, both because of the assumed gradual phaze-out of the productivity adjustments and the assumption that the
scheduled physician fee reductions would be overnidden and based on annual increases in the Medicare Economue
Index. The productivity admstments are assumed to affect more than half of Part B expenditures at the time their
phaze-out 15 azsumed to begm. Simularly, physician fee schedule services are assumed to be roughly 30 percent
higher under the alternative scenario than under cwrent law at that ime. The combined effect of these two factors
results in a present value of Part B expenditures under the alternative scerane that is approximately 39 percent
higher than the current-law projection.

The Part D projections are unaffected under the alternative projection because the services are not impacted by
the productivity adjustments or the physician fee schedule reductions.
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Social Security and Medicare-Demographic and Economic Assumptions

The Boards of Trustees ' of the ©45D] and Medicare Trust Funds provide i their annual reports to Congress
short-range (10-year) and long-range (75-vear) actuanal eshmates of each trust fund. Because of the mherent
uncertainty in estimates for 75 years mio the futuwre, the Boards use three alternative sets of economic and demographic
assumptions to show a2 range of possibilies. Assumphions are made sbout many economic and demographic factors,
meluding gross domeshe product (GDF), earmngs, the CFIL the unemployment rate, the ferhlity rate, immugration,
mortality, disability incidence and termunations and, for the Medicare projections, health care cost growth. The
assumptions used for the most recent set of projections shown in Tables 1A (Social Security) and Table 1B (Medicare)
are zenerally referred to as the “infermediate assumptions,” and reflect the tustees’ rezsonable estimate * of expected
future expenience. For further information on Soc1al Secunty and Medicare demographic and economic assumptions,
refer to 554 s Performance and Accountability Feport and HHS' Agency Financial Report.

Table 1A
Social Security — Demographic and Economic Assumptions

Demographic Assumptions

Age-Sex Period Life
Total Adjusted _ Met Expectangy
Ferlilit;y Death Rate 2 Immigration
Year Rate (per 100,000 (persons) Male Female
2010 2.08 734.4 1,215,000 75.8 80.4
2020 2.08 723.8 1,125,000 7T 81.2
2030 2.01 661.8 1,085,000 78.3 82.2
2040 2.00 606.8 1,050,000 79.3 83.1
2050 2.00 558.6 1,035,000 0.3 34.0
2060 2.00 516.4 1,030,000 81.2 84.5
2070 2.00 4791 1,025,000 g2.1 85.6
2080 2.00 446.1 1,025,000 §2.9 86.3
Economic Assumptions
Average
Real Annual Wage Total Awverage

Wage in Covered Real Emplc-z- Annual

Differ- Employment ® cP1’ GDP*® ment Interest

ential £ [percent (percent (percent [percent Rate
Year (percent) change) change) change) change) {percent)
2010 3.1 5.1 2.0 2.3 (0.9) 3.4
2020 1.1 3.4 2.5 2.2 0.5 5.7
2030 1.2 4.0 2.8 2.1 0.5 5.7
2040 1.2 4.0 2.5 2.2 0.5 5.7
2050 1.2 4.0 2.8 2.1 0.5 5.7
2060 1.1 3.4 2.5 2.1 0.4 5.7
2070 1.1 3.9 2.8 2.1 0.4 5.7
2080 1.2 4.0 2.8 2.1 0.4 5.7

The total fertdity rate fior any year s the average number of chidren who would b2 bom to a woman in her lifetime f she were to
expenence the birth rates by age observed in, or assumed for, the selected year, and if she were to survive the entire
chidbearing pericd . The ultimate total fertdity rate of 2.0 is asswmed to be reached n 2034
*The age-sex-adjusted death rate is the crude rate that woubd occur in the enamerated total population as of Aped 1, 2000, i that
population were to experience the death rates by age and sex assumed for the selected year. The death rate is a summary
measure and not a basic assumption; it summarzes the effects of the basic asswmptions from which it is derived.

*Met immigration is the number of persons who enter during the year {both legally and otherwise) minus the number of persons
wha leave during the year. Itis a summary measuwre and not a basic assumpticn; it summarizes the basic assumptions from
which it is derived.
*The period lfe expectancy for a group of persons bomn in the selected year is the average that would be attained by such
persons if the group were to experience in succeeding years the death rates by age assumed for the given year. [tis @ swmmany
measure and not a basic assumption; it summanzes the effiects of the basic asswmptions frem which it is derived.
*The real-wage differential is the difference between the percentage ncreases, befiore rounding, in the average annual wage in
covered employment, and the average annual CPIL
“The average annual wage in covered employment is the total amount of wages and salaries for all employment covered by the
CIASDH program in a year divided by the number of employess with any such earmings during the year. It is 3 summary measure and
not a basic assumption; it summarizes the basic assumptions from which it is derived.
"The CPl is the annual average value for the calendar year of the CP1 for urban wage eamers and clerical workers.
*The real GOF is the valus of total cutput of goods and services produced in the ULS.. expressed in 2005 dollars. It is a surmmary
measure and not a basic assumption; it summarzes the effects of the basic assumpt ons from which it is derived.
*Total employment represents tofal of civlian and military employment in the U.S. economy. It is 3 summary measure and not 3
basc assumption; it summarzes the basic assumptions from which it is derived.

“The average annual interest rate is the average of the nominal interest rates, which, m practice, are compounded semiannually
for special-issue Treasury obligations sold only to the trust funds in each of the 12 months of the year. Itis a summary measure
and not & basic assumption: it summarizes the basic asswmptions from which it is derived.




Table 1B
Medicare — Demographic and Economic Assumptions

Cemographic Assumptions
Age-Sex
Total Adjusted MHet
Fertility Death Rate® Immigration’
Year Rate’ {per 100,000} (persons)

2010 2.08 T54.4 1,215,000
2020 2.05 T23.8 1,125,000
2030 2.1 661.8 1,085,000
2040 2.00 G506.8 1,050,000
2050 2.0 558.6 1,035,000
2060 2.0 516.4 1,030,000
2070 2.00 479.1 1,025,000
2080 2.0 446.1 1,025,000
Economic Assumptions
Average Per Beneficiary Cost
Real Annual Wage (percent change)”

Wage in Covered Real Real

Differ- Employment CcPI® GDP® Interest

ential® [percent (percent (percent 1. | E— Rate®
YWear (percent) change) change) change]} HI PartB PartD ipercent)
2010 31 5.1 2.0 2.3 1.1 3.8 4.3 0.9
2020 1.1 3.9 2.8 2.2 3.5 £.0 7.3 2.9
2030 1.2 4.0 2.8 2.1 4.7 4.8 5.9 2.9
2040 1.2 4.0 2.8 2.2 4.8 4.5 5.3 2.9
2050 1.2 4.0 2.8 2.1 3.9 4.1 5.1 2.9
2060 1.1 3.9 2.8 2.1 3.7 4.1 4.8 2.9
2070 1.1 3.9 2.8 2.1 3.6 3.9 4.6 2.9
2080 1.2 4.0 2.8 2.1 3.3 3.8 4.4 2.9

The total fertdity rate for any year is the average numbss of children who would b= bom to a woman in her lifetime f she were to expenence
‘the birth rates by age obsenved in. or assumed for, the selected year, and if she were 1o sursive the entire childbearing period. The ultimate
‘total fertdity rate of 2.0 is assumed to be reached in 2034,

*The age-sex-adjusted death rate is the crude rate that would occur in the enwmerated total population as of Agrid 1, 2000, if that population
were bo experience the death rates by age and sex assumed for the selected year. The death rate s a summary measure and not a basic
assumption: it summarizes the effects of the basic assumptions from which it is derived.

*Met immigration is the number of persons who enter during the year {both kegally and ctherwise) minus the number of persons who lzave
dunng the year. It is a summary measure and not a basic assumption: it summarizes the basic assumptions from which it is derived.

* The real- -wage differential is the difference between the percentage increases. before rounding, in the average annual wage in covered
empioyment, and the average annual CFIL

_The CPI is the annual average value for the calendar year of the CPI for wriban wage eamers and clerical workers.

* The real GDP is the value of total cutput of goods and services produced in the U5, expressed in 2005 doflars. It is @ summary measuwrs and
nota basic assumption; it summarizes the e‘fec:!s of the basic assumptions from wihich it is derived.

' Thesa mncreases reflect the overall impact of more detabed assumptions that are made for each of the different types of service provided by the
Medicare program (for example, hospital care, physician services, and phammaceutical costs). These assumptions indude changes in the payment
rates, utdization, and intensity of each type of service.
®The awverage annual interest rate eamed on new trust fund securities, abowe and beyond the rate of inflation.
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Railroad Retiremeant

The Railroad Fetirement and Swvivor Benefit program pays full retirement annuities at age 60 to ralroad
workers with 30 years of service. The program pays disability annuities based on total or occupational disability. Ie
alzo pavs anmunes to spouses, divorced spouses, widew(er)s, remarried widow(er)s, surviving divorced spouses,
children znd parents of deceased railroad workers. Medicare covers gualified railroad retirement beneficianes in the
same way 25 it does Social Secunty beneficianies. The Railroad Fetrement and Surivors” Improvement Act of
2001 (ERSIA) hberalized bensfits for 30-vear service emplovees and thew spouses, elminated a cap on monthly
benefits for retirement and disability benefits, lowered minimum service requirements from 10 to 5 vears, and
provided for increased benefits for wadowierks.

The REB and the 554 share junsdiction over the payment of refivement and swrviver benefits. REB has
Jurizdiction if the employee haz at least 5 vears (if performed after 1993) of railroad serace. For surivor benefirs,
REB requires that the emplovee’s last regular empleyment before retirtement or death be i the railread industry. If a
railroad employee or his or her smvivers de not qualify for railroad retirement benefits, the RRB transfers the
employes’s ratlroad retirement cradits to 554,

Payroll taxes paid by railroad emplovers and their emplovees are a primary source of income for the Railroad
Retrement and Survrror Benefit Program. By law, ratlroad retirement taxes are coordinated with Social Secunty
taxes. Employees and emplovers pay tier | taxes at the same rate as Social Secunity taxes. Tier I taxes finance
ratlroad retrement benefit payments that are higher than Social Security levels.

Other zources of program income ncleds: financial ransactions with the Social Security and Medicare Trust
Funds, earmings on imvestments, Federzal incoame taxes on railroad retirement benefits, and appropriations (provided
after 1974 as part of a phasze out of certain vested dual benefitz). The financial interchanze betoween BRB s Social
Secunty Equivalent Benefit (S5EB) Aceount, the Federal Old-Age and Survivors Insurance Trust Fund, the Dizabalicy
Insurance Trust Fund, and the Federal Hospital Insurance Trast Fu.nd are intended o put the latter three trust funds m
the same position they would have been had railroad emplovment been covered under the Secial Secunity Act Froma
Governmentwide perspective, thesa future financial interchanges and tranzactions are mivagovernmental transfers and
are eliminated in conselidation.
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Railroad Retirement-Employment, Demographic and Economic Assumptions

The most recent set of projections are prepared using employment, demographic and economic assumptions
and reflect the Board Members™ best estimate of expected future experience.

Three emplovment assumptions were used in preparmg the projections and reflect optimistic, moderate and
pessimustic future passenger rail and freight empleyment. The average railread empleyment 15 assumed to be
217,000 1 2010 under the moderate employment azsumption. This employvment assumption, based on 2 model
developed by the Association of American Railvoads, assumes that (1) passenger service emplovment will remain at
the level of 43,000 and (2) the employvment base, excluding passenger service employvment, will decline at a constant
2.0 percent annual rate for 23 vears. at a falling rate over the next 25 vears, and remamn level thereafter. All the
projections are based on an open-group (1.e.. future entrants) pepulation.

The moderate (middle} economic assumptions include a long-term cost of iving inerease of 3.0 percent, an
interest rate of 7.5 percent, and a wage increase of 4.0 percent. The cost of Iiving assumption reflects the expected
level of price inflation. The interest rate assumption reflects the expected retwrn on NRERIT mvestments. The wage
increase reflects the expected incerease 1n railroad emplovee eamings.

Sources of the demographic assumptions meluding meetzlity rates and total termination rates, remarnage rates
for widows, retirement rates and withdrawal ratas, are listed in Table 2. For further details on the emplovment,
demographic, economic and all other assumptions, refer to the U5, Railroad Retirement Board Amnual Report, and
the 24th dctuarial Valuation of the Azsets and Liabilities under the Railroad Retirement Acts (Valuation Report) as
of Decamber 31, 2007, with Techrical Supplamant.

Table 2
Railroad Retirement Demographic Actuarial Assumptions (Sources)

Mortality after age

retirement 2007 RRB Annuitants Mortality Table

2007 RRE Disabled Mortality Table for
Martality after disability Annuitants with Disability Freeze

retirement 2007 RRE Disabled Mortality Table for
Annuitants without Disability Freeze

Mortality Rates b

Mortality during active
senvice

Mortality of widow
annuitants

2003 RRE Active Service Mortality Table

1995 RRE Mortality Table for Widows

L Termination for spouses 2007 RREB Spouse Total Termination Table
Total Termination

Rates * Termination for disabled 2004 RRE Total Termination Table for
children Disabled Children
Widow Remarriage 1957 RRB Remamiage Table
Rate
. . | Age retirement See the Valuation Report
Retirement Rates
Disability reirement See the Valuation Report
Withdrawal Rates ® See the Valuation Report

' These mortality tables are used to project the termination of eligible employes benefit payments within the pepulation
* Total termination rates are used to project the termination of dependent benefits to spouses and disabled children.
*This rate is used 1o project the termination of spousal survivor benefits.

The retirernent rates are used to determine the expected annuity to be paid based on age and years of serice for both age
and disability retirees.
* The withdrawal rates are used 1o project all withdrawals from the railroad industry and resultant effect on the peopulation and
accurmulated benefits to be pad.
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Black Lung-Disability Benefit Program

The Black Lung Dh=ability Benefit Program provides for compensation and medical benefits for ehgible coal
miners who are totally disabled due to poenmeoconiosis (black lung disease) as a result of their coal mune
employment. The same program alse provides for swrvivor benefits for elimble survivers of coal miners wheo died
due to poneumocontosis. DOL operates the Black Lung Dizabihity Benefit Program. BLDTF provides benefit
pavments to ehigible coal miners totally disabled by pneumoconiosis and to eligible survrvors when no responsible
mine operator can be assigned the Liabality.

Black lung dizability benefit payments are funded by excize taxes from coal mine operators based on the sale
of coal, as are the fund’s admimistrative costs. These taxes are collected by the Internal Revenue Sarvice (IRS) and
transferred to the BLDTF, which was established under the authority of the Black Lung Benefits Fevenue Act, and
adminiztered by the Treasury. Prior to October 3, 2008, the Black Lung Benefits Revenue Act provided for
repavable advances to the BLDTF from the general fund of Treasury, in the event that BLDTF resources were not
adequate to mest propram oblizations.

Black Lung.Disability Benefit Program0i| AF2= 713

Black Lung—Demagraphic and Economic A|55umptinn5

The demographic assumptions used for the most recent set of projections ave the number of beneficianes and
thew life expectancy. The beneficiary population data 15 updated from mformation suppled by the program. The
beneficiary population i a nearly closed universe in which atintion by death excesds pew entrants by a ratio of more
than ten to one. 55A Life Tables are used to project the life expectancies of the beneficiary population.

The economic assumptions nsed for the most recent set of projections are coal excise tax revenue estimates,
Faderal ervilian pay raises, medical cost mflation, and the interest rate on new debt 155ued by the BLDTF.
Projections are sensitive to changes mn the tax rate and changes m interest rates on debt 1ssued by the BLDTF.

Eztimates of future receipts of the black lung excise tax are based on projections of future coal production and
sale prices prepared by the Epergy Information Agency of DOE. Treaswry's Office of Tax Analy=is provides the
first 11 vears of tax receipt estimates. The remaining vears are estimated using a growth rate based on both historical
tax receipts and Treasury’s estimated tax receipts. The coal excise tax rate structure 15 £1.10 per ton of underground-
mimned coal and $0.53 per ton of surface-mined coal sold, with 2 cap of 4.4 parcent of sales pnice. Based on
Treasuwry's interpretation of the Act, the hizher excize tax rates will continue until the earlier of December 31, 2018,
or the first December 31 after 2008, in whech there exaist no (1) balance of repayzble debt descnbed in section 9501
of the Internal Feverne Cods and (2) unpaid mterest on the debt. Starting m 2019, the tax rates revert to 3050 per
toen of undersround-mined coal and 50.23 per ton of surface-mine coal sold. and a limit of 2.0 percent of sales price.

ONB supplies assumptions for future monthly benefit rate increases baszed on increases in the Federal pay
seale and future medical cost inflation based on inereases m the CPIM, which are used to caleulate fiuture benafit
costs, Dunng the cwrent projection penod, future benefit rate mereases 5.0 percent in 2011 and 4.0 percent in each
vear thereafter and medical cost increases 3.4 percent m 2011, and ranges from 3.5 percent to 3.8 percent thereafter.
Estimates for administrative costs for the first 11 years of the projection are supplied by DOL"z Budget Offica,
based on cwrent vear enacted amounts, while later vears are based on the number of projected beneficiaries.

PL. 110-343, Dhvision B—Energy Improvement and Extension Act of 2008, enacted on Oetober 3, 2008, m
section 113, (1) allowed for the temporary increase in coal excise tax rates to continue an additional 5 vears beyond
the cwrent statutery linit and (2) restructured the BLDTF debt by refinancing the outstanding repavable advances
{which had hizher interest rates) with the proceeds from 15:mng discounted debt mstruments smular in form to zero-
coupon bonds (which had lower interest rates), plus a one-time appropriation. The Act also allowed that any debt
izsued by the BLDTF subsequent to the refinancing may be used to make benefit pavments, other authonzed
expenditures, or to repay debt and mterest from the inihal refinancing. All debt 155ued by the BLDTE was effected
as borrowing from the Treaswry's Burean of the Public Debt.
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