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Section A. Pur pose and Scope

Thi s | NSTRUCTI ON expl ai ns how retired pay is conputed at the tine of re-
tirement. This I NSTRUCTI ON al so explains howretired pay is adjusted after
retirement based on: (1) when the officer first entered a unifornmed service;
(2) cost of living increases; and (3) later active duty.

2. For information on retirement eligibility, refer to other |NSTRUCTI ONS of
this subchapter.
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Section B. Authorities

Statutory authorities for conputing retired pay as stated in this | NSTRUCTI ON
i ncl ude:

42 U.S.C. 212(a)(4) - CGeneral and alternative fornulas for conputing retired
pay;

42 U.S.C. 212(a)(5) - General grade retirenent;
42 U.S.C. 212(d) - Creditable active service for nondisability retirenment;

42 U.S.C. 212(f) and 10 U.S.C. 1208(a)(2) - Creditable active service for
disability retirement;

10 U. S.C. 140l - Conputation of retired pay;

10 U. S.C. 140l a, as anended - Adjustnent of retired pay to reflect changes
in Consumer Price Index; correction of the inversion of retired pay rates;

10 U. S.C. 1402, as anmended - Reconmputation of retired pay to reflect |ater
active duty of nmenmbers who first becanme nmenbers before Septenber 8, |980

10 U.S.C. 1402(a), as anended - Reconputation of retired pay to reflect
| ater active duty of nmenbers who first became nenbers after Septenber 7,
| 980;

10 U.S.C. 1406 - Retired pay base for officers who first becone nenbers
before Septenber 8, 1980; final base pay;

10 U. S.C. 1407, as anmended - Hi gh 36-nmonth average;

10 U.S.C. 1410 - Restoral of full retirenent anount at age 62 for officers
who first become nenbers on or after August |, |986;

10 U.S.C. 1411 - Rules of construction;

10 U.S.C. 1412 - Rounding to next |ower dollar

Section C Initial Conputation of Retired Pay

Nondi sability Retirement. An officer's nondisability retired pay is com
put ed under the general nethod as indicated in Section C.|.a., below as
wel | as under the alternate nmethod as indicated in Section C.|.b., below
The nmethod that results in the highest percentage will then be used in
computing the officer's nonthly retired pay base. For an exception, see
Section C.l.c., bel ow
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a. General Met hod. Retired pay under this nmethod is conmputed by
mul tiplying the nonthly retired pay base (see Section C. 5., below) by
2 1/2 percent tines years of creditable service for retirenment
eligibility which includes:

(') Al active service (enlisted and conm ssioned) in any of the
uni formed services; plus

(2) Enploynment with PHS, other than as a PHS comnm ssioned officer,
which is conparable to service perforned by an officer, not to
exceed the last five years of such enploynent. For purposes of
this paragraph, creditable service includes PHS enployment in
prof essi onal positions subsequent to receipt of a baccal aureate
degree (i.e., positions normally classified at two-grade intervals
under the General Schedule (GS) pay system) at grade |levels GS-5
and above as well as equivalent |evel positions (e.g., Senior
Executive Service);?! plus

(3) Al active service (other than service included in Section
Cl.a.(l) and (2) above,) which is creditable for retirenent
pur poses under the | aws governing the retirenment of nenbers of any
of the other uniformed services.

b. Alternate Method. Under the alternate nethod, retired pay is conmputed
by multiplying the nonthly retired pay base (see Section C. 5., bel ow)
by 2 1/2 percent tinmes years of creditable service as indicated bel ow

(1) Al active and inactive service credited to an officer for basic
pay purposes as of May 3l, 1958; plus

(2) Active service in the uniforned services after May 31, 1958; plus

(3) Four years for professional schooling for a nmedical officer or
dental officer and, for the nmedical officer who has conpl eted one
year of medical internship or its equival ent, one additional year
Such credit, however, is reduced by any service in the uniforned
servi ces during the period of professional schooling or internship
if such service is credited to the officer under Section C.1.b(1)
and (2), above.

1. Excepti on: Bef ore Decenber 18, 1980, creditable service included
enpl oynment as a nurse with PHS after registration as a graduate nurse
under a nurse practice act of a State or the District of Colunbia. The
crediting of such service was elimnated effective Decenber 18, 1980.
Only those officers who entered on active duty before that date receive
such service credit.
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An officer's retired pay may not exceed 75 percent of his/her nonthly
retired pay base. An officer's retired pay will not be |less than 50
percent of his/her nonthly retired pay base if the officer retires at
age 64 and, at the tinme he/she becones eligible for age retirenent, has
at least 12 whole years of active service which is creditable for
retirement eligibility as stated in Section C. |.a., above.

C. An of ficer who first becane a nmenber of a uniforned service on or after
August |, 1986, and who retires with | ess than 30 years of creditable
service for retired pay conputati on purposes, and who i s under 62 years
of age, will have his/her retired pay conputation factor reduced by one
percent for each full year less than thirty, and one-twelfth of one
percent for each nonth |less than a full year, after counting all ful
years.

d. The retired pay of the officer described in c. above, shall be
recomputed, effective the first day of the first nonth begi nning after
the officer attains 62 years of age, so as to be the anpbunt equal to:

(1) the amount of the initial unreduced retired pay, increased by the
percent (adjusted to one-tenth of one percent) by which the price
i ndex for the npbst recent base quarter ending nore than 31 days
before the date the officer attains 62 years of age exceeds the
price index for the calendar quarter inmediately before the date
the officer first becane entitled to retired pay.

Disability Retirenment. An officer who is retired for disability nmay el ect
to have his/her retired pay conputed by multiplying his/her nonthly retired
pay base (see Section C. 5., below) by the percentage of his/her disability
or by 2 1/2 percent tines years of creditable active service. Creditable
active service is the sane as the service |listed under the general nethod
for conputing nondisability retired pay (see Section C.I.a., above), except
that officers who were placed on a Tenporary Disability Retired List (TDRL)
do not receive longevity credit for retirenent purposes for the period of
ti me comrenci ng when the officer was renmoved fromactive duty and pl aced on
the TDRL until the officer is returned to active duty or retired. However,
if the officer is also eligible for nondisability retirement, the officer
may, if it is to his/her advantage, use the creditable service under the

alternative nethod referred to in Section C|.b., above. An officer's
disability retired pay may not exceed 75 percent of his/her nonthly retired
pay base and, while the officer remains on the TDRL, will not be | ess than

50 percent of his/her nonthly retired pay base.

Not e: For officers on active duty in the reserve corps on June 30, 1960,
creditable service for disability retirement includes all -- not
just the last five years--of PHS enploynent, other than as a PHS
commi ssi oned officer.
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3. Ceneral Grade Retirenment. An officer who retires after conpleting a tota
of four or nore years in the flag ranks (pay grades 0-7 and above), and a
total of 25 years of active service with PHS, is entitled to the maximm

anount of retired pay, i.e., 75 percent of his/her nonthly retired pay base.

4. Fraction of Years. Oficers who retire on or after COctober |, 1983, and
those who are eligible to have their retired pay reconputed after that date
(retired officers recalled to active duty), wll receive retired pay
conputation credit for each full nonth of creditable service that is
conpl et ed.

5. Mnthly Retired Pay Base. The "monthly retired pay base" is the rate of
basi c pay used in conputing the amobunt of retired pay. The "base" depends
on when the officer first becane a nenber of any of the uniformed services,
whet her active or inactive, enlisted or comm ssioned, as indicated bel ow

a. If the officer had been a nmenmber of a uniformed service at any tinme
bef ore Septenber 8, 1980, his/her nonthly retired pay base is the basic
pay of his/her permanent grade at the tinme of retirenment or the highest
tenporary grade, including pay grades 0-7 and above, in which the
of ficer served satisfactorily at any tine. For nondisability retired
pay, the officer nust have served in the tenporary grade for at |east
si X nont hs.

b. If the officer becane a menber of a uniformed service for the first
time on or after Septenber 8, 1980, his/her nonthly retired pay base is
conmput ed as foll ows:

(I') The monthly retired pay base of an officer who served on active
duty for 36 nmonths or nore is conputed by averagi ng the highest
nmont hly rates of basic pay that the officer received during any 36
nmont hs of his/her active service as a nenber of any of the

uni formed services. The 36 nonths need not be consecutive.
Because an officer's pay tends to increase during his/her active
service, the "high-36" average will usually be the | ast 36 nonths

of his/her active service as a menber of a uniforned service
However, any other conbination of nonths during an officer's
active service may be used if it produces a higher average nonthly
basi ¢ pay.

(2) If the officer served on active duty for less than 36 nonths
(e.g., retired for disability), his/her nmonthly retired pay base
is conputed by averaging the rates of basic pay that the officer
recei ved during his/her period of active duty.

(3) If the officer is retired for disability while on active duty
under orders specifying duty for less than 30 days, his/her
monthly retired pay base is conputed by averaging the highest
monthly rates of basic pay the officer would have received during
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any of the 36 nmonths that the officer was a nmenber of a unifornmed
service preceding the date on which he/she becanme entitled to
disability retired pay. |If for less than 36 nonths, the nonthly
retired pay base is conputed by averaging the rates of basic pay
in effect during the period the officer was a menber of a
uni formed service

An__exanpl e: Assume the officer was appointed in the PHS
Conmi ssi oned Corps in an inactive status on Decenber |, 1985. The
officer is called to active duty on Novenber |, 1986, for a period

of two weeks. VWiile on active duty, he/she is injured and is
found qualified for disability retirement. The officer's nmonthly
retired pay base is conputed by averaging the rates of basic pay
that the officer would have received had he/she been serving on
active duty for the entire period that the officer held his/her
appoi ntnent in the PHS Commni ssi oned Corps, i.e., from Decenber |,
985, until the date of retirenent.

(4) When an officer has less than 36 nonths of service, the nonthly
basic pay will be averaged by including any fractions of a nonth.

G oss Retired Pay Conputations. All gross retired pay conputations which
i ncl ude an anount |ess than one dollar shall be rounded down to the next
| ower dollar.

Section D. Cost of Living |ncreases

For purposes of this section:

a. The term "base quarter” as used with respect to a year, nmeans the
cal endar quarter ending on Septenber 30 of each year

b. The consumer price index (CPl) for a base quarter is the arithnetica
mean of such index for the three nonths conprising that quarter; and

C. The term "base i ndex" neans the price index for the base quarter of the
nost recent cost of living adjustnent.

a. Adj ustnents to retired pay are derived from increases in nationw de
living costs as neasured by the CPI. 10 U.S.C. 140l a(b) provides that
a cost of living adjustnment (CCLA) shall be effective Decenber | of
each year, beginning Decenber |, 1984 *

Exception: No COLA was authorized for |985.
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b. For an officer who first becanme a menber of a uniformed service before
August |, 1986, retired pay shall be increased on Decenber | of each
year by the percent by which the CPI for the base quarter of that year
exceeds the base index. Adjustnments are made to the nearest one-tenth
of one percent.

C. For an officer who first becanme a nenber of a uniforned service on or
after August |, 1986, cost of living adjustnents in retired pay are
conmputed as follows. If the percent determ ned pursuant to Section
D.2.b., above, is greater than one percent, retired pay shall be

i ncreased by the difference between the percent determ ned pursuant to
Section D.2.b., above, and one percent.

d. If an officer who first became a menber of a uniformed service before
August |, 1986, becones entitled to retired pay on or after the
effective date of an adjustment in retired pay, but before the
effective date of the next increase in the rates of nonthly basic pay,
the retired pay of that officer shall be increased, effective on the
date the officer becones entitled to that pay, by the percent (adjusted
to the nearest one-tenth of one percent) by which the base index
exceeds the price index for the cal endar quarter i nmedi ately before the
cal endar quarter in which the rates of nonthly basic pay on which the
retired pay is based becane effective.

e. If an officer who first became a menber of a uniformed service before
August |, 1986, becones entitled to retired pay based on rates of
mont hly basic pay that becane effective after the last day of the
cal endar quarter of the base index, the retired pay of the officer
shall be increased on the effective date of the next adjustnment of
retired pay only by the percent (adjusted to the nearest one-tenth of
one percent) by which the price index for the base quarter of that year
exceeds the price index for the cal endar quarter i nmedi ately before the
cal endar quarter in which the rates of nonthly basic pay on which the
retired pay is based becane effective.

f. The retired pay of an officer who first became a nmenber of a uniforned
service on or after August |, 1986, shall be increased on the effective
date of the first adjustnent of retired pay under D.2.a. above, after
the officer beconmes entitled to retired pay, only by the percent
(adjusted to the nearest one-tenth of one percent) by which the price
i ndex for the base quarter of that year exceeds the price index for the
cal endar quarter imrediately before the cal endar quarter in which the
of ficer becane entitled to retired pay.

g. The calculations of COLAs for all uniformed services are supplied by
the Departnent of Defense (DoD). Because of the frequency of changes
in these calculations, officers and other PHS personnel shoul d contact
the office listed bel ow when information is required.
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Conpensati on Branch, Division of Comm ssioned Personne
O fice of the Surgeon General, PHS

Room 4-50 Par kl awn Bui |l di ng

Rockville, Maryland 20857

Section E. Correction of Retired Pay |nversion

Normal Iy, an officer whose retired pay is conputed under the pay rates in
effect on the date of his/her retirenent receives nore retired pay than the
of fi cer whose retired pay was conput ed under earlier pay rates. To maintain
equity for officers who would receive less retired pay than officers who
retired earlier in the same grade and with the same nunmber of years of
service, legislation [commpnly referred to as the "Tower Anendnent" (see 10
U.S.C. 140l a(f)] was enacted to provide that retired pay of an officer

retired on or after January |, 1971, shall not be less than the retired pay
to which he/she would have been entitled if he/she had becone entitled to
retired pay at an earlier date, adjusted to reflect any cost of Iliving

i ncreases subsequent to that earlier date. For purposes of this Section
the "earlier date" is the first of any nonth follow ng the month in which
the officer had nore than the required 20 years of creditable service for
retirement eligibility.

a. Oficers Not Eligible. To be eligible for conputation of retired pay
under this Section, an officer must have been eligible toretire at an
earlier date. Any officer who retires for age, length of service
failure of pronotion, or disability with 20 years or |less of serviceis
not eligible.

b. Conputation. |If an officer was eligible for retirenent at an earlier

date, his/her retired pay will be conputed under this Section on the

basi s of:

(1) The grade held by the officer on the earlier date. |f the officer
had been pronoted subsequent to that earlier date, the retired pay
will be conputed on the basis of the |ower grade. (See Section
C. 5, above.)

(2) The pay rate in effect for the grade referred to in Section
E.l.b.(l), above, and the years of service credited to the officer
for basic pay purposes on the earlier date.

(3) The years of service credited to the officer for conputation of
retired pay on the earlier date.

(4) The cost of living increases authorized after the earlier date.
Begi nning with the pay rates in effect before the current rates of pay,

the officer's retired pay will be conmputed on the basis of each of the
preceding pay rates (as long as the officer was eligible for
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retirement) until the conputation results in no increase in retired
pay. Exhibit | of this INSTRUCTION |lists the cost of living increases
in retired pay since |971. The conmputation which results in the

hi ghest rate of retired pay will be the rate of the officer's retired
pay on the effective date of his/her retirement. The personnel order
authorizing the officer's retirenent will identify the factors used in

the conputation of his/her retired pay.

c. Disability Retirees. An officer who retires for disability and has
nore than 20 years of creditable service for retirement eligibility may
have his/her retired pay computed under this Section only if the
officer elects to have his/her retired pay conputed on the basis of
"years of service" rather than percentage of disability.

The DoD Authorization Act of 1984 (Septenmber 24, 1983) repealed the
provision of law (10 U. S.C. [40la(e)) that allowed an individual to have
hi s/ her retired pay conmputed using the pay scale in effect one year prior to
hi s/ her retirenent, plus subsequent cost of living increases, conmonly known
as the "one-year | ook back." However, an officer who was eligible toretire
on the date of enactnent of the DoD Authorization Act of 1984 may continue
to use the one-year | ook back provision for the three-year period foll ow ng
enactnent. An officer eligible to retire on the date of enactnment but who
remains on active duty beyond the three-year grace period and retires
October |, 1986, or later, nmay not receive retired pay in an amunt |ess
than it woul d have been had he/ she becone entitled to retired pay on the day
before the end of such three-year period.

Section F. Reconputation of Retired Pay
to Reflect Later Active Duty

Cener al

a. Notwi t hstanding any of the provisions stated in this Section, an
of ficer may el ect to have, upon his/her release fromrecall to active
duty, his/her retired pay conmputed by using the rate of basic pay under
which the officer's retired pay was conputed when the officer entered
on active duty, and increased by any applicable cost of [living
adj ustment s aut horized for retired officers after the officer initially
becanme entitled to that pay.

b. An officer who is recalled to active duty after retirement is not
entitled to reconputation of retired pay under the "Tower" anmendment.
(See Section E.)

Oficers First Appointed Before Septenber 8, 1980.

a. Creditable Service. The percentage factor used in conmputing the
retired pay of an officer who serves on active duty after beconing
entitled to retired pay is reconputed after release fromthat active
duty as foll ows:
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(1) Nondisability Retirenent. An officer's creditable service for
conmput ation of his/her retired pay i s reconputed to include active
service after beconming entitled to retired pay, unless the officer
is already entitled to 75 percent of his/her nmonthly retired pay
base.

(2) Disability Retirenent. An officer's retired pay is reconputed at
hi s/ her election, as stated below, if the officer retired for
nondi sability and i ncurred, while on active duty after retirenent,
a disability of at |east 30 percent; or the officer retired for
disability and incurred a disability while on active duty after
retirement that is in addition to, or that aggravated, the
disability for which he/she was retired:

(a) Two and one-half percent times years of creditable service
listed under Section C., above, to include active duty after
becom ng entitled to retired pay; or

(b) The hi ghest percentage of disability attai ned while on active
duty after beconming entitled to retired pay.

b. Monthly Retired Pay Base. An officer's nmonthly retired pay is
recomput ed upon release fromrecall to active duty as foll ows:

(1) Nondisability Retiree. |If the officer has been entitled to the
basic pay rate in effect upon release from active duty for a
continuous period of at |east two years, his/her retired pay is
reconputed on the basis of that rate of basic pay. An officer who
has been entitled to basic pay for a continuous period of at |east
two years (but not at the same basic pay rate for that period) has
hi s/ her retired pay reconputed on the basis of that rate of basic
pay replaced by those in effect upon that release from active
duty. If, however, the officer was on duty for less than two
years of continuous active duty, his/her retired pay i s recomput ed
under the rates of basic pay under which the officer's retired pay
was conputed when he/she entered on active duty.

(2) Disability Retiree. If an officer falls within one of the
categories listed above, his/her retired pay is reconputed on the
basi s of the highest nonthly basic pay that the officer received
while on active duty after retirenent or after the date when the
officer's nane was placed on the temporary disability retired
list, as the case may be.

3. Oficers First Appointed On or After Septenber 8, 1980.

a. Creditable Service. The percentage factor wused in conputing the
retired pay of an officer who serves on active duty after becom ng
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entitled to retired pay is reconputed after release fromthat active
duty as follows:

(1) Nondisability Retirenent. An officer's creditable service for
conmput ation of his/her retired pay i s reconputed to include active
service after beconing entitled to retired pay, unless the officer
is already entitled to 75 percent of his/her nonthly retired pay
base.

(2) Disability Retirenent. An officer's retired pay is reconputed at
hi s/ her election, as stated below, if the officer retired for
nondi sability and i ncurred, while on active duty after retirenent,
a disability of at least 30 percent; or the officer retired for
disability and incurred a disability while on active duty after
retirement that is in addition to, or that aggravated, the
disability for which he/she was retired:

(a) Two and one-half percent tinmes years of creditable service
listed under Section C., above, to include active duty after
becomng entitled to retired pay; or

(b) The hi ghest percentage of disability attai ned while on active
duty after beconming entitled to retired pay.

b. Monthly Retired Pay Base. The officer's retired pay is reconputed
after release fromhis/her recall to active duty as though the officer
first became entitled to retired pay upon release from that active

duty, i.e., the nonthly retired pay base is reconputed to take into
account the higher rates of nmonthly basic pay while on recall to active
duty.

Section G Privacy Act Provisions

Payrol |l records, including all records related to retired pay, are subject to the
Privacy Act of 1974. Commi ssi oned Corps Personnel Manual, |NSTRUCTION 7,
Subchapter CC26.1, "Rights, Responsibilities, and Personnel Records of PHS
O ficers Under the Privacy Act," sets forth the procedures to be followed in the
mai nt enance of these records, and contains the notices describing the record
systenms in which these records are nmaintained, which are: 09- 37- 0002, "PHS
Conmmi ssi oned Cor ps General Personnel Records, HHS/ OASH OM'; and 09-90- 0017, " Pay,
Leave, and Attendance Records, HHS/ OS/ ASPER. "
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EXH BIT |

Cost _of Living Increases in Retired Pay since |97

Date of Increase Percent age I ncrease
June |, 1971 4.5
July I, 1972 4.8
July I, 1973 6.
Jan. |, 1974 5.5
July |, 1974 6.3
Jan. |, 1975 7.3
Aug. |, 1975 5.1
Mar. |, 1976 5.4
Mar. |, 1977 4.8
Sep. |, 1977 4.3
Mar. |, 1978 2.4
Sep. I, 1978 4.9
Mar. |, 1979 3.9
Sep. I, 1979 6.9
Mar. |, 1980 6.0
Sep. |, 1980 7.7
Mar. |, 198l 4.4
Mar. |, 1982 8.7
Apr. |, 1983 3.9 (for over age 62 as of 3/1/83)
Apr. |, 1983 3.3 (for under age 62 as of 3/1/83)
Dec. |, 1984 3.5
Dec. |, 1985*
Dec. |, 1986 1.3

*  No COLA was authorized for |985
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