
Cash salary once was incentive enough but now

is as outmoded as tlie horse and buggy. No com-

pany, large or small, can neglect consideration of . . .
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For more than twenty years General Mills,
Inc., has had a profit-sharing plan providing for
the payment of annual bonuses to officers and
other employees. During the company's fiscal
year ending in 1953 the total which could have
been appropriated under this plan came to more
than $1,400,000; tlie sum actually distributed
amounted to less than $250,000. Last year the
General Mills board of directors, for the first
time, was authorized by its stockholders to de-
fer distribution of bonus awards. Greater flex-
ibility for payment of the bonus, declared the
company, "will more effectively vitalize the in-
centive purpose."

Another substantial company in a related
field which last year made a similar move stressed
the fact that it could not afford to offer its ex-
ecutives terms less favorable than could be ob-
tained elsewhere, and that it must keep pace
with the times.

Others of our f^eat industrial enterprises
which have recently approved future or deferred
benefits as a form of executive compensation in-
clude U. S. Steel, General Electric, General
Foods, Ghrysler, Standard Oil (New Jersey),

AUTHOR'S NOTE: This is the last article on which Mr.
Lasser worked prior to liis death on May i i , 1954. The
article was jointly conceived and jointly outlined hefore
he died; the actual writing took place thereafter.

Monsanto Chemical, Kroger, RCA, Philco, and
American Smelting & Refining.

On the basis of such statistics as are available,
the authors' examination of proxy statements
and annual reports, and a study now in process
under supervision of one of the authors, we esti-
mate that of the 1,087 companies with stock
listed on the New York Stock Exchange as of
July 31, 1954, over 900 (approximately 9 out
of 10) have in effect some form of arrangement
for deferred benefits to designated executives
individually or as a group.

Meaning and Scope

How do deferred benefit plans operate? Why
are they adopted, and what are their actual
objectives? Are these objectives sound? This
article seeks to answer such questions.

It appears to be in vogue in some quarters to
recommend a return to currently paid salary
and cash bonus as the best and only incentive.'
It is fashionable in these quarters to criticize
deferred benefit plans as mere "tax gimmicks"
which provide no true incentives, and to state
that they represent a use of corporate assets in-
imical to the best interests of the corporation and
its stockholders. Our answer to the questions

' See Arch Patton, "Executive Compensation: Tax Gim-
micks vs. Incentives," HBR, November—December 1953,
p. 113; and "Old-Fashioned Initiative for Modem Enter-
prise, HBR, July-August 1954, p. 67.
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posed above concerning the operation and use-
fulness of deferred benefit plans will necessarily
answer that kind of criticism.

Deferred Compensation

The term "deferred compensation" is most
frequently used to describe an arrangement for
a fixed current salary with provision for annual
payments over a period of years following retire-
ment or other termination of employment. For
example:

The American Home Products Corporation has
employment agreements with Alvin G. Brush,
chairman of its board of directors, and Walter
Silbersack, president, under which, in addition to
their present salaries, these executives will receive,
when their employment terminates, 815,000 and
$12,500 a year, respectively, for each year of their
employment prior to January i, 1954, and $25,000
and $22,500 a year, respectively, for each year of
their employment after January i, 1954.

Payments of this nature are commonly con-
sidered "deferred compensation" in the sense
that they represent compensation earned cur-
rently but with payment postponed or deferred
to the future. However, the future payments
are not solely compensation for past services;
these payments, for reasons to be explained
later, are conditioned on the executive's not en-
gaging in competitive activities and on his rend-
ering advisory services to the company follow-
ing termination of employment. The term
"deferred benefits" would therefore seem more
appropriate and properly descriptive of the fu-
ture arrangement than the term "deferred com-
pensation."

Other Deferred Benefits

The American Home Products agreements
represent the type of arrangement to which
the term "deferred compensation" is usually
applied. However, deferred compensation is in-
volved in a great many other forms of arrange-
ment as well. To illustrate:

Recently, the Million Dollar Round Table, an
organization composed of life underwriters who
have written not less than one million dollars of
life insurance a year during the preceding year or
for three consecutive years, decided to devote a
session to the subject of deferred compensation for
executives. A panel was selected from various pro-
fessions, and the chairman of the panel presented
a list of proposed topics. Under the heading "de-

ferred compensation" he listed group pension and in-
surance plans, deferred profit-sharing plans, and
stock-option and stock-purchase plans in addition
to employment contracts such as the American
Home Products arrangements. By way of explana-
tion, the chairman pointed out that, under each
type of plan, future benefits were being earned
through current services and each type of plan
therefore involved deferred compensation.

Deferred benefits are clearly involved in the
usual group pension plan, which will typically
provide for the payment to an employee on re-
tirement of a percentage of his salary, perhaps
1% to 2% or 2V^% for each year he has been
in the company's employ; the pension payments
are directly based on and measured by the ex-
tent of prior services.

The purpose of a stock plan is likewise
to create deferred compensation or, more accu-
rately, deferred benefits, if the company pros-
pers and the stock increases in value. The
United States Steel Company has granted desig-
nated executives the option to buy a specific
amount of the company's stock, in each case at
100% of market value at the time the option
was granted. The options are nontransferable,
nonmarketable, and without any value that can
be realized currently. Any benefit must await
exercise of the option and sale of the stock at a
profit. Any such benefit, if and when realized,
will be a deferred benefit.

The option or stock purchase plan is not only
a deferred benefit plan but a plan under which
the extent of deferment rests with the executive.
In a pension plan, the years when future bene-
fits can be realized will be fixed in advance;
whereas in a stock plan the executive, after a
waiting period, is usually able to select the year
or years when he wishes to sell the stock and
realize deferred benefits derived from prior
services.

Deferred benefits are involved in every form
of compensation arrangement other than cur-
rent salary and current profit sharing, and even
the annual bonus is a deferred payment for past
services. On analysis, the business, corporate,
legal, tax, and all other motivations and justifi-
cations of group pensions, group insurance, and
stock plans rest just as much on the deferment
of benefits as does an employment arrangement
providing directly for the postponement of bene-
fits from current services. Those who condemn
deferred compensation arrangements often do
not realize that they are at the same time con-



demnlng every form of compensation arrange-
ment other than current salary.

Plans in Operation

To think that deferred benefit plans were de-
veloped as the result of the sharp tax increases
incident to World War II and then the Korean
crisis is to misunderstand the facts. While the
deferred benefit plan has undoubtedly been in-
creasing in popularit;,^, it is by no means a new
phenomenon — as a re\aevv of some of the ex-
isting plans will show.

General Motors Bonus Plan

Perhaps the best known of such plans is the
General Motors Bonus Plan which was adopted
on August 27, 1918, and has been in effect with
various amendments since that date. For 1953
this plan resulted in bonus awards aggregating
$62,997,959 to a total of 11,518 executives.
These lsonuses were derived through a profit-
sharing formula under which there is each year
set aside a fund not in excess of 12% of the
company's net income (over and above 5% of
the net capital employed in its business), for
officers and employees of General Motors and
its subsidiaries earning a designated minimum
($600 a month in 1953).

Stock and Cash. Tlie plan was originally a stock
bonus plan in the sense that the bonus was paid
entirely in General Motors stock. Since 1943,
however, the plan permits payment of the bonus
in either cash or stock, or both, as the bonus and
salary committee of ihe company determines. In
recent years, the stock and cash portion of awards
has varied with the size of the award; higher paid
executives with larger awards receive a lower pro-
portion of stock, and lower paid executives with
smaller awards receive a higher proportion of stock.
The change in the plan from a stock bonus to a
partial cash bonus may be traced directly to taxes.
A stock bonus is taxed on the market value of
the bonus stock. As taxes increase, executives in
higher tax brackets are compelled to sell part of
their bonus stock to pay taxes on the bonus. Such
sales defeat the purpose of a stock bonus, and at
least part of the bonus iq recent years has usually
been paid in cash to facilitate payment of taxes on
the bonus award as a whole.

The General Motors bonus is a deferred bonus,
for the entire amount is not paid currently when
awarded but instead in installments over a period
of years. Specifically, the bonus awards of $5,000
or more made in 1954 and based on 1953 profits
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are paid in five installments. The first such install-
ment was paid on March 11, 1954, at about the
time the executive was given notice of his award or
shortly thereafter, and the remaining four install-
ments are to be paid in January in each of the four
years 1955 through 1958. Bonus awards of less
than $5,000 are paid in annual installments of
not less than $1,000 until the final balancing in-
stallment.

Contingent Basis. These deferred installments
are not payable automatically and unconditionally.
They must be earned. If the executive is dis-
missed for cause, he forfeits unpaid installments
after dismissal. If he leaves voluntarily, he also
forfeits unpaid installments unless the bonus and
salary committee determines otherwise. After an
executive's employment has been terminated, he
will in any event forfeit unpaid installments un-
less he "refrains from engaging directly or indirectly
in activities competitive with the activities of Gen-
eral Motors and from conducting himself in a
manner inimical to the best interests of General
Motors."

The provision of the General Motors plan just
quoted was involved when Charles E. Wilson was
appointed Secretary of Defense. At the time of his
appointment he had to his credit deferred cash
bonuses aggregating $679,678.22 and deferred
stock bonuses aggregating 1,737 shares payable
from January 1954 through January 1957 — con-
tingent, of course, on his not "conducting himself
in a manner inimical to the best interests of Gen-
eral Motors." In connection with his appointment,
the company's bonus and salary committee adopted
a specific resolution that "any actions or conduct
of C. E. Wilson while serving as Secretary of De-
fense will not be regarded as inimical or in any
way contrary to the best interests of General
Motors."

That future installments of the General Motors
bonus can be forfeited illustrates the contingent
nature of the bonus. Perhaps the term "contingent
deferred compensation plan" is a "fancy" term, as
critics of such plans have suggested, but that term
accurately describes the General Motors plan.

The General Motors Bonus Plan has been in
operation for 35 years. In only 3 of those years
has it failed to provide a bonus. In recent peri-
ods, more than 10,000 employees participate in
the plan in a single year. Over the years the total
bonuses awarded have aggregated about $600
million.

The incomparable achievements of the world's
greatest nongovernmental industrial enterprise
have been attributed in part to the phenomenal
success of its bonus plan. To that plan has been
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given credit for attracting and retaining un-
matched executive genius and for stimulating
executives, engineers, technicians, and employ-
ees generally to greater production.

The du Pont Plans

The General Motors Bonus Plan is the best-
known plan involving deferred compensation,
but it is not the oldest of such plans. The bonus
plans of E. I. du Pont de Nemours & Company
are even older in origin.

Awards Based on Earnings. Du Pont has two
formal bonus plans. Plan B operates in a manner
similar to the General Motors plan. It provides
for a fund not to exceed 20% of the company's
net income (as defined in the plan) after allowing
for 6% on the net capital employed in the busi-
ness. Like a General Motors bonus award, a Plan
B bonus may be awarded in company stock or cash,
or both. Also like the General Motors bonus award,
a Plan B bonus is payable in installments, and
unpaid installments are subject to forfeiture.

Awards Based on Conspicuous Service. Bonuses
under Plan A, however, are based entirely on "con-
spicuous service" and are made without reference
to a fund created out of earnings. A Plan A bonus
may he either a single current bonus or a deferred
bonus, depending on the services for which the
award was made. If such services cannot be evalu-
ated in money, or it is beheved that they will not
result in continued financial profits or savings, a
first and final award is made. On the other hand,
if the award is made for services which it is be-
lieved will result in continuing financial profits or
savings determinable over a period of years, a three-
part award is made based on profits or savings over
a five-year period.

The first part of such an award is made after
the improvement or benefit has been in operation
for six months or more and its practicality on a
commercial basis has been demonstrated. The sec-
ond and third parts of the award are scheduled to
the end of the third and fifth years, based on a
reconsideration and recalculation of profits or sav-
ings; depending on such recalculation and esti-
mates far the future, the balance of the award may
not be made at all.

The Plan A award may thus be a contingent
award dependent on results. For the year 1953,
Plan A bonus awards aggregating $1,047,970
were granted to 272 employees, as compared with
Plan B awards aggregating $24,624,730 to 7,243
employees. Since Plan A bonuses are granted for
specific services, they fluctuate from year to year
as the following table shows:

Year
1952
1951
1950
1949
1948
1947
1946

1945

Number of
employees

3 1 0
2 1 6

195
178
184
185
2 1 3
254

Aggregate
awards

$738,828
606,540
400,794
324,400
505,271
388,673
505,296
725,920

The du Pont bonus plans have been in exist-
ence in one form or another since 1904 — nine
years before a federal income tax was even im-
posed. Deferred delivery of the bonus has been
incorporated in the plans since they were origi-
nally adopted a half-century ago.

GE Incentive Plan

A significant variation of the General Motors
plan, which has established a pattern for mod-
ern bonus plans, was adopted a few years ago
by the General Electric Gompany. For more
than 30 years GE has had a so-called "Extra
Compensation Plan," which originally provided
for current bonuses based on earnings of a de-
partment of the company or of the company as
a whole. In 1948 the company adopted deferred
aspects for its plan, changing the method of pay-
ment in the case of top executives.

Two Separate Groups. The GE plan, like the
General Motors plan, provides for a reserve to be
set aside each year out of earnings, the reserve in
this case being up to 10% of net earnings of the
company and its consolidated affiliates after de-
ducting 5% on average capital investment. Allot-
ments from this reserve are then made to two
separate groups — namely, officers and such other
specific executives as are selected by an adminis-
tering committee of the board of directors, on the
one hand, and all other executives entitled to par-
ticipate in the plan, on the other.

Bonuses to the second group are paid in a single
installment on a current basis. Bonuses to the first
group, composed for the most part of officers of
the parent company, are allotted in two approxi-
mately equal parts — one part in cash paid on a
current basis and one part in General Electric
common stock payable on a contingent basis.

Not Paid Until Termination. As distinguished
from the General Motors bonus, which must be
earned out over the four years following the bonus
award, the contingent part of the General Electric
bonus is not payable to the executive to whom the
allotment is made until termination of his employ-



ment by retirement, resignation, death, or other-
wise. Upon termination of employment the allot-
ment becomes payable in annual installments de-
pending in number on age when employment is
terminated. As respects 1954 earnings, the install-
ments are 15 in number if termination takes place
at or after age 65, and 20 if termination takes
place prior to age 61; as respects earnings in prior
years, i o to 15 in number.

The installments are contingent in that they
must be earned out prior to termination of employ-
ment. If the executive's employment is terminated
within three years after the allotment is made, he
may forfeit all or part of the allotment (unless
otherwise directed by the administering commit-
tee), depending on the length of time he worked
prior to termination of employment. The install-
ments are also contingent in that if the executive
operates or works for any business which is com-
petitive with General Electric or any affiliate and
which has a net worth of over $5 million, future
installments may be forfeited.

Qintingent allotments for services from 1947
to i952» as converted into the company's stock,
have been as follows (in each case before the three-
for-one stock split of GE stock):

Number
of shares

Ralph J. Cordiner, President 6,431
Philip D. Reed, Chairman of Board 6,704
Henry V. Erben, Executive Vice-President 3,551
Officers, as a group 54.54o

Individual Contracts
The model plans just outlined have been de-

ferred profit-sharing plans, with future benefits
dependent on profits — except in the case of
the du Pont Plan A bonus, which is determined
by future earnings (or savings) attributable to
the employee's contribution for which the bonus
was awarded. In each case, the benefits are pay-
able through application of a formula applied
to current earnings. Also, with the exception of
the du Pont Plan A bonus, all such plans are
group plans, with deferred benefits payable out
of a fund available for all employees eligible for
the bonus. Indeed, most deferred profit-sharing
plans are on a group basis, but there is no reason
why an individual profit-sharing contract may
not provide for the executive's share of the
profits to be payable in the future on a deferred
contingent basis.

As distinguished from deferred profit shar-
ing, other types of deferred benefits are usually
granted on the basis of an individual contract
or arrangement. For example:
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c The Endicott Johnson Corporation made a

contract Avith Charles F. Johnson, Jr., which, after
providing for full-time employment for a three-
year period at $85,000 a year, engages Mr. John-
son's services thereafter in an advisory and con-
sultive capacity for $30,000 a year over ten years.
If Mr. Johnson dies prior to his having received
a total of $300,000 for his consultive services, his
beneficiaries or estate will receive any difference,
either in monthly installments as if Mr. Johnson
had been alive or, at the company's option, in a
lump sum with future installments commuted at
an interest rate of 2% % compounded annually.

C The General Baking Company made an em-
ployment contract with its president, George L.
Morrison, expiring on October 31, 1955, which
provides that prior to that date he will receive a
salary of $85,000 a year while president and
$42,500 if and when not president during such
period. On termination of full-time employment,
Mr. Morrison will be employed in an advisory or
consultive capacity, with compensation at the rate
of $21,250 a year until October 31, i960; death
apparently terminates the company's obligations.
Mr. Morrison agrees not to engage in or have
any financial interest in any business competing
with or of a similar character to General Baking.

C The American Ship Building Company made
a contract with its president, W. H. Gerhauser,
providing that on termination of his employment
other than by quitting or termination for cause,
Mr. Gerhauser will receive compensation for ten
years at the rate of 30% of his average annual
compensation for the preceding three years but not
less than $20,000 a year. Such payments are to
be reduced by other earned compensation of Mr.
Gerhauser and may be reduced or canceled for
any year if the company has failed to earn an oper-
ating profit during the two preceding years; the
company will lose this right, however, if it merges
or consolidates, or liquidates or recapitalizes.

C Hiram Walker-Gooderham & Worts Limited
made a contract with Howard R. Walton which
provides for ten-year employment terminating June
30, 1961, with a salary in such amount as the
company and Mr. Walton may agree upon as rea-
sonable. The company agreed to purchase an an-
nuity policy which would pay the company a
monthly sum of $2,083.33 for ten years com-
mencing on July I, 1961. The monthly checks
from this annuity, which will produce a total of
$250,000 over the ten-year period, are to be en-
dorsed over to Mr. Walton, but Mr. Walton ^vill
forfeit this annuity if his employment terminates
"with fault." While receiving this annuity, Mr.
Walton agrees to serve on the company's board of
directors (if elected), not to serve on any other
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board of directors, to render consultive services,
and not to be active as an officer or employee of any
company whose business is at all competitive with
that of Hiram Walker.

Deferred Stock Benefits
A contingent benefit contract need not take

the form of a future cash payment. We have
already seen that the General Motors type of
group profit-sharing plan will set aside stock for
future distribution. Future distribution of stock
may also be provided for through an individual
contract or arrangement. For example:

e The Texas Company has had a standard form
of contract for execution by individual executives
which provides for a so-called "incentive compensa-
tion account." To this account there is credited,
when the executive signs the agreement, a given
number of "units," each of which represents one
share of Texas Company capital stock. As and
when dividends are paid on the company's out-
standing stock, dividend equivalents are credited
to the units in the incentive compensation account.
The executive (or his estate) becomes entitled to
receive stock equal to the units in his incentive
compensation account only if he remains in the
company's employ until death, disahility, or retire-
ment at not younger than age 65. At that time
he (or his estate) receives the stock in ten annual
installments, but such installments are contingent
on the executive rendering consultive and advisory
services when reasonably requested at reasonable
compensation, and on the executive not perform-
ing any services for any organization whose interest
may he adverse to that of The Texas Company.

C The controversial Philco stock option plan also
provides for deferred stock benefits. Under this
plan, each executive to whom a stock option is
granted who does not exercise the option is entitled
eventually to receive the stock reserved for his
option in ten annual installments, contingent on
his remaining in Philco's employ until retirement
at age 60 or thereafter, or death or disability, and
further contingent on his (a) not participating in
or advising any competing business, (b) serving on
regular or special committees of the company, (c)
willingness to act as temporary*substitute for absent
executives, and (d) availability for consultation, in-
vestigation, and advice at all reasonable times.

The New York Stock Exchange has had a
rule limiting the term of a stock option issued
to an employee to ten years from the date of
the granting of the option. The stock reserved

' See Edward C. Bursk, "Thinking Ahead: Lag in Ex-
ecutive Compensation," HBR, March—April 1952, p. 141;

for the Philco options has created something of
a problem since each option remains in effect
until the retirement of the executive receiving
it and may thus have a term well over ten years.

The Internal Revenue Code of 1954 now
requires tbat to secure the tax benefits conferred
by the code, stock options to employees must be
limited in term to ten years, but this applies
only to options granted after June 22, 1954.

Reasons for Popularity

The deferred features of plans like those of
General Motors and du Pont — which certainly
represent no new development, having been in
existence for 36 years and 50 years, respectively
— are intended to serve to retain executives in
the face of higher salaries or other opportunities
which they may be offered elsewhere. An ex-
ecutive will not be as tempted by a larger salary
offered by a competitor if tbe larger salary means
forfeiting a substantial percentage of large bo-
nuses payable over future years. A second pur-
pose is to cushion the shock of reduced bonuses
in years when lower profits result in eliminat-
ing or cutting the profit-sharing fund. As a con-
sequence of receiving installments of bonuses
awarded in past years, the executive in a year
in which no bonus is awarded will not be as
drastically affected as the executive of a com-
pany on an annual current profit-sharing basis.

Such considerations, while important, do not
by themselves explain the great popularity to-
day of deferred benefit plans. The explanation
must be sought in the drastic change in wage
and salary relationships that has taken place as
the result of a combination of three factors —
namely, the loss in purchasing power of the dol-
lar, a high progressive income tax rate, and two
periods of wage and salary stabilization. This
three-pronged combination of factors bas made
it impossible for historical salary differentials
to be maintained.

It is not the function of this article to discuss
the inflationary lag in executive compensation.
Pertinent statistics were first published and later
supplemented in this magazine.^ Suflice it here
to say that it has been impossible to grant to top
executives the huge current salary increases nec-
essary to keep their current compensation equal,
in terms of disposable income, to even 50% of
what was paid in 1939 or 1940.

Harold R. Hall, "Executives' Financial Preparation for Re-
tirement," HBR, January-February r953, p. 83.



In sum, the cash differentials between the
higher and lower paid jobs today are fast be-
coming insufl&cient in themselves to provide the
incentives for the lower paid men to aspire to
the positions of their superior?. If such incen-
tives are not to disappear entirely, and with
them the life-spark that has brought American
enterprise to its present unparalleled peak of
achievement, they must now he strengthened
or restored by means of supplemental compen-
sation plans.

Tax Factors

It is a fact that deferred benefit plans have
been adopted without reference to tax consid-
erations, and we shall show that these plans
have business justification independent of tax
considerations. As in any other field, however,
the importance of taxes cannot be minimized,
and tax factors will play an important and often
a decisive role in the selection of the type of
plan to be adopted.

A primary tax objective of deferred benefit
plans is to defer the executive's receipt of bene-
fits and his payment of taxes until a time when
it is expected that he will have less income, thus
be in a lower tax bracket and be permitted to
retain a greater share of benefits than if the
benefits were all distributed or paid currently.
A corollary tax objective is to preserve the com-
pany's tax deduction for its payments to the
executive and, if possible, to secure the tax de-
duction in the year the payments are set aside
or committed for the executive's benefit.

Both of these objectives can be attained with
a group pension or profit-sharing plan meeting
qualifications prescribed by the tax code. Such
a plan may carry with it two additional advan-
tages of consequence: (a) income earned by
funds set aside under the plan is free from fed-
eral income tax, and (b) lump-sum distributions
from the plan are subject to the 25% capital
gains tax instead of the greater ordinary income
tax on earned compensation.

To qualify a plan under the tax code, how-
ever, the plan must embrace a sufficiently large
group of employees so as not to be considered
discriminatory in favor of executives or stock-
holders. The Commissioner of Internal Revenue
has of late not been as strict in his rulings on
discrimination as in the past. Nevertheless, in
many cases the practical result of the nondis-
crimination requirement necessitates inclusion
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in the plan of so large a group of employees as
to render it prohibitively expensive if appreci-
able benefits to executives are contemplated.

Nonqualified Plans

In order to provide such benefits at less cost,
many companies have been turning to non-
qualified group plans or individual arrangements
for executives as a substitute for or supplement
to qualified plans. The GMC, GE, and other
plans outlined fall in this nonqualified category.

The tax status of such nonqualified arrange-
ments is far from clear. Eor several years the
Treasury has refused to issue a clear-cut regula-
tion or ruling on arrangements of this kind and
has taken an ambiguous position. As a result,
conservative tax thinking has required nonqual-
ified plans to impose conditions on the receipt
of deferred payments mainly, and sometimes
entirely, to avoid undesired tax consequences.

The General Electric Incentive Compensa-
tion Plan is typical. The conditions to the re-
ceipt of deferred awards fall into two cate-
gories: (a) that before the deferred award he-
gins to be paid, it must have been earned out
through continuing full-time service to the com-
pany for at least three years, and (b) that as the
deferred payments are being made, the execu-
tive refrain from competition with the company.
The second type of condition will often be im-
plemented hy a requirement, as in the General
Motors plan, that the executive refrain from
conduct inimical to the employer's best interests;
and by a requirement, as in the Philco plan,
that the executive be available for limited serv-
ices whenever called on. Conservative tax think-
ing suggests the inclusion of such conditions to
avoid a possible contention that the executive
has a fully vested and indefeasible right to the
deferred payments which would subject him to
tax in the year when the right was conferred.

One of the great holes in the Internal Reve-
nue Code of 1954 is the absence of any clear-
cut provision for tax treatment of deferred bene-
fit arrangements under nonqualified plans. As
first passed by the House of Representatives, the
code prescribed relatively simple rules under
which such benefits would be taxed when re-
ceived and would constitute a tax deduction
when paid. While open to improvement in sev-
eral respects, the House bill at least offered a
fairly workable solution with the possibility of
clarifying and improving amendments at a later
time. However, the House provisions were de-



96 Harvard Business Review

leted by the Senate Finance Committee at the
instance of the Treasury Department, so that
the Treasury might study the matter further.

The subject is admittedly complex, but it has
now been under study for well over five years
wirfiout any definite position having been taken.
Adm^inistrative or preferably legislative action
is surely in order without further delay.

Security for the Executive
The average executive earning over $20,000

a year is today in at least a 38% tax bracket;

the average executive earning over $32,000 a
year is in at least a 50% tax bracket. To save
enough to produce income on retirement equal
to half of his salary, he must save a fantastically
large proportion of his salary each year, as
shown by the examples in EXHIBIT I.

In the past, thrift could build a tidy estate
and sometimes a fortune. But today traditional
concepts of thrift do not suffice even to bring
security — as the court has recognized:

In 1937, Republic Steel and Tom Girdler signed
a deferred compensation contract not unlike the

EXHIBIT I . EXAMPLES SHOWING DIFFICULTY OF EXECUTIVES CREATING AN ESTATE OUT OF INCOME

C To have income at age 65 equal to half his take-home pay, a 50-year-old executive would have to be
able to save the following amounts from annual take-home pay:

Gross income

$ 25,000
50,000
75,000

100,000

« Take a married man 40 years old earning $20,000 a year. He has been paying taxes of $5,076 and
needs $12,000 to live. He can save $2,924 a year. He calculates that there should be $100,000 to
provide a living income for his family when he retires or dies.

If he had to get that in one year, he would have to make not an additional $100,000 but about
$580,000 to pay income tax and have $100,000 left. Clearly, that is not normally possible. Over
longer periods of time, here is what he would have to earn in order to save $100,000 at 2% compound
interest after tax:

Years remaining to earn and save

Necessary amount
of savings

$ 8,700
14,500
18,850
22,300

Necessary percentage of
savings from take-home pay

46.4%
46.6
46.5
46.3

Annual savings required
Living requirements
Taxes
Income required (approximate)

$18
1 2

25
56

s
,868
,000
,200
,000

10

$ 8,933
12,000

9,940
31,000

15

$ 5,668
12,000
7,100

25,000

2 0

$ 4,035
12,000

5,840
22,000

$ 3,061
12,000

5,080
20,200

C The difficult}' of carrjdng sufficient life insurance to provide a $100,000 fund is illustrated by the
following figures:

Age

35
40

45
50
55

Annual cost of $100,000
of ordinary life insurance

$2,329
2,812

43
5.483

Percentage of take-home from
$20,000 salary needed to carry

$100,000 personal insurance

15.6%
18.7
23.0
28.7
36.5

e The problem is greatly aggravated in higher salary brackets. Here is how the percentage of take-home
pay needed to carry five years' salary in ordinary life insurance increases in higher salary brackets:

Salary

$ 20,000
40,000
60,000
80,000

100,000

Take-home pay

$14,924
25,066
32,122
38,152
43,818

Annual cost of f 100,000
of ordinary life

insurance — age 40

$ 2,812
5,624
8,436

11,248
14,060

Percentage of
insurance cost to

take-home pay

18.7%
22.4
26.2
29.4
31 9

SOURCE: William J. Casey and J. K. Lasser, Executive Pay Plans 1952-1953 (New York, Business Reports,
1952); the figures are based on 1952 tax rates.



type of contract poptilar today. The company
agreed to pay Girdler, if still in the company's em-
ploy on retirement at age 65, a pension of $36,000
a year, a figure based on $3,000 a year for each
year of Mr. Girdler's past and expected future
employment with the company. Mr. Girdler agreed
to remain in the company's employ at least until
completion of a steel mill then under construction
and further agreed to render advisory services after
retirement if physically able to do so.

The Girdler contract was challenged by a stock-
holder on the ground that it was improvident, a
gift and waste of corporate assets, and as such be-
yond the company's powers to make. Rejecting
this contention, the Ohio court declared pension
plans for executives justified and said:

"The average executive, like the average
worker or professional man, tends to live up to
his income. There are many demands made
upon the executive in the performance of his
duties which tax his financial resources. Also
in recent years the executive has carried a very
heavy tax burden, one which is greatly lessen-
ing his opportunity to amass great riches."

Against the background suggested by the
court, the executive now looks to his employer
for benefits which he was once able to secure
directly through the accumulation of his own
estate. Such benefits include the following:

1. Security for another day when his earnings
may be less.

2. Security for his family upon his death or
disability'.

3. Inflation hedges against the destruction of
the security which the company builds for him.

4. A real stake in the increased value of the
business to which he is devoting his life, rather
than just a temporary share in the current earnings
of the business.

5. Some method of equalizing his stake with
those of small businessmen, of investors, and of
inventors — who pay at only a 25% tax rate on
their gains, with no income tax at all if they re-
frain from selling during their lives.

6. Some method of obtaining relief from the
distorted budget required by his job, the cost of his
home, his club, excess entertainment, other ex-
penses more elaborate solely because of his job and
the position he is expected to maintain in the com-
munity.

7. Equalization with jobs in other companies
which may ofl̂ er hospitalization, assistance in ill-
ness or disability, protection against disaster, edu-
cational aids, recreational facilities, discounts on
purchases, assistance in financing, low rentals.
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We may deplore such company benefits as
paternalistic — representing what the executive
ought to buy for himself with his own funds.
Properly conceived and formulated, however,
such benefits need not be paternalistic at all;
on the contrary they may furnish the incentives
which are no longer present in current com-
pensation alone.

Income Averaging
A salient function of deferred pay arrange-,

ments is to spread compensation more or less
evenly over a period of future years, reduce
fluctuations in earnings, and assure a minimum
flow of income. This function certainly seems
legitimate and, again, has been so recognized by
the court:

James F. Oates and Ralph H. Hobart were gen-
eral agents in Chicago for Northwestern Mutual
Life Insurance Company. They were entitled to
commissions for nine years on renewal premiums
for insurance policies sold by them or their sub-
agents.

Their original contract provided that on retire-
ment they were to be paid these commissions as
the renewal premiums were collected by the in-
surance company. This would have resulted in a
comparatively large amount of commissions during
the first year after retirement, progressively de-
creasing until nothing at all was payable after the
ninth year.

In order to "give the greatest possible stability
and security of income by leveling the potential
payments of terminal commissions over a period
more nearly in accord with the life expectancy of
the retired general agent," the company agreed
with Oates and Hobart, shortly prior to their re-
tirement, to defer and spread the commissions to
which they would become entitled evenly over a
fifteen-year period.

This was accomplished by an agreement that
they would receive $1,000 a month on account of
their commissions on renewal premiums until
either the commission fund retained by the com-
pany was exhausted, or 180 installments had been
paid. Thus, instead of being paid as and when
renewal premiums were received by their company
over a nine-year period, the agents arranged for
their compensation to he deferred and spread in
equal installments over a fifteen-year period.

The federal court upheld the S 1,000 a month
arrangement as one designed to relieve "a situation
where inconvenience and resulting dissatisfaction
came to the retired agents by reason of the con-
stantly decreasing payments made by the company
under the original contract."
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The result of income spreading is to avoid
the highest income tax brackets which would
have applied if the income had been bunched
and paid in one year or a few years. The pro-
gressive income tax was intended to tax those
with large incomes at higher rates, but was
surely not intended to compel an individual to
accept income in one particular year which he
wishes to have spread over a longer period in
order to assure himself of minimum funds.

Value to the Company

The interests of stockholders and the inter-
ests of their company's executives are similar
to the extent that stockholders must have a man-
agement that is reasonably satisfied with its pay
arrangements. In this sense, the financial needs
and objectives of executives arc the needs and
objectives of the company itself; a company,
in looking out for the interests of its manage-
ment, is simply looking out for its own interests.
But apart from this consideration, deferred
benefit plans can offer concrete, independent
values to the company and to its stockholders.

Holding Power

As a general rule, deferred benefits will be
made contingent on the executive's continuing
in the company's employ for at least a desig-
nated period and usually until the deferred
benefits become payable. The "holding power"
of the plan, as these benefits build up to a sub-
stantial stake, can be very strong indeed. Not
lightly will an executive forfeit this stake simply
in exchange for higher current compensation.
To illustrate:

An assistant vice president of one of our great
manufacturing companies had been with his com-
pany 12 years and was earning 830,000 a year.
He was asked to become executive vice president
of an important subsidiary of a smaller but listed
company at a $50,000 salary. The offer was
tempting, but after consideration it was declined.
His own company had a contributory pension plan,
and if the executive had been able to retire imme-
diately, he would have been entitled to over $8,000
a year for life; his resignation would have resulted
in his forfeiture of a good part of this fund. The
reasons for changing or not changing jobs are com-
plex, but in this case the pension sacrifice was an
important factor in this man's decision.

The greater the company's investment in the
education, training, skill, experience, and ma-

turity of its executives, the more important it
becomes for the company to protect that invest-
ment by the offer of financial benefits in the
future contingent on the company's having se-
cured an adequate return on its investment.

Many of our great companies have built a
close parallel to civil service within their organ-
izations up to the highest level of management.
Their training schools, their systems of salary
ranges, merit increases, and promotions, their
welfare plans — all are intended to foster loy-
alty and efficiency and a stake in continued
employment on the part of their employees.
Deferred benefit plans fit this pattern well.

The pattern itself is of course not all to the
good. Like civil service in government, it pro-
motes its own inefficiencies and bureaucracy,
and may tend to create a rigid, static structure
and to stifle initiative. Without debating this
particular point, it is clear that the corporation
and its stockholders will generally have an ac-
tive interest to serve in encouraging company
executives to make their corporation a lifetime
career.

It may also be contended, and with some
merit, that deferred benefits are of primary in-
terest to and usually sought by those who arc
shortly to retire. These older executives would
have difficulty in finding an appropriate posi-
tion elsewhere, runs the argument, and the
holding power of the plan is scarcely needed for
them. There is a threefold answer to this con-
tention :

(1) Even though the full-time services of a par-
ticular executive who is shortly to retire may no
longer be sought by other companies, the executive
may have technical knowledge, information, or
skill of great value to a competitor.

(2) For obvious reasons of employee morale, no
company can afford to have its organization be-
lieve that the company does not provide adequately
for its faithful, older executives.

(3) Perhaps most important, the deferred bene-
fit plan, initially installed at the instance of older
executives, will remain to serve younger execu-
tives who may not at first be greatly interested in
the plan but who will nevertheless over a period
of time find themselves subject to its holding power.

Enforced Savings

Deferred benefit plans are a form of thrift
plan. This aspect is of course most obvious
when the basis of future benefits is employee
contributions, either made directly or in the



form of salary deductions, which are in turn
matched in some proportion by contributions of
the company. But whether or not the employee
himself makes a money contribution, any plan
for deferred benefits is a thrift plan in that it
stores present earnings for the future. This is
particularly true in the case of executives, who
often may implicitly have the alternative of re-
ceiving either additional current compensation
or future benefits.

The enforced savings aspect of deferred bene-
fit plans, and particularly of a qualified group
plan entitled to a tax-free status for all earned
income, can result in building the estate which
personal thrift can rarely create these days. For
example:

Sears, Roebuck and Go. pays about $30 miUion
a year into its profit-sharing fund. The trust owns
26% of the company's common stock and as the
company's largest single stockholder can control
the company and its policies. General Robert E.
Wood, retiring chairman, tells how the trust en-
abled a janitor on the company's payroll to accu-
mulate an estate of $50,000 plus two paid-up
houses, and enabled a woman clerk who started
with the company at $8 a week to retire with
$70,000. The estates amassed by company execu-
tives will be commensurately larger.

The thrift or enforced savings aspect of de-
ferred profit-sharing plans is responsible to an
important degree for greater effectiveness of
such plans (assuming satisfactory employee re-
lations) as against the current profit-sharing
bonus, which comes to be regarded as a part of
basic compensation, losing in some degree its
effectiveness when paid year after year and
causing keen dissatisfaction when reduced or
eliminated in a poor year.

One of the most comprehensive studies of all
types of profit-sharing and employee benefit
plans ever made was that conducted by a sub-
committee of the Senate Committee on Finance
headed by the late Senator Arthur Vandenberg.
Based in part on factors such as those just men-
tioned, the Vandenberg-Herring report sub-
mitted to Congress on June 15, 1939, states that
there is reason to believe that the deferred type
of profit-sharing plan is more effective than the
cash plan.

A survey conducted by the National Indus-
trial Conference Board in 1948 likewise tenta-
tively concludes that deferred profit sharing
stands at the head of the list in employer-
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employee preference and in the degree of em-
ployee response and cooperation.

Comparative Costs

Are deferred benefits more expensive than
current compensation? While comparison is
not always easy, it is believed that a deferred
benefit arrangement will usually cost the com-
pany and its stockholders no more and often a
good deal less than its counterpart in current
compensation. Of course the results will vary
greatly according to the type of arrangement.

Deferred Profit Sharing
In the General Motors-General Electric type

of plan, the profit-sharing awards are usually
granted on the basis of the same considerations
and without distinction as to which awards are
to be paid currently and which are to be paid in
the future. On a strictly cash basis, current and
deferred awards will cost the company exactly
the same before taxes.

The tax factor is an imponderable at this
time, since under the present state of tax law
deferred awards in the General Motors-Gen-
eral Electric type of plan seem deductible by the
company only in the future year or years when
paid, with applicable tax law and tax rates thus
an unknown. Deferred awards may be cheaper
than current awards if the corporate tax rate
is higher when deferred awards are paid, and
more expensive than current awards if the cor-
porate tax rate is lower at that time.

To the extent that deferred awards are paid
in cash, the company will have the use of cash
during the period of deferment, a factor which
may be of importance to the smaller growth
company with cash needs. Even if the deferred
awards are paid in stock, the company will have
the use of the cash which would have been paid
as dividends on the stock had it been delivered
as current compensation.

Finally, the deferred award will usually be
contingent on continued employment, noncom-
petitive activity, and other factors mentioned
above. The pragmatic value of some factors,
such as consultive and advisory services follow-
ing retirement or termination of employment,
may perhaps he open to question, hut noncom-
petition by a capable executive can have sub-
stantial value to his former employer. At the
very least, the executive's commitments on which
his deferred award is contingent represent
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something which the company does not receive
in exchange for an award paid currently.

Other Than Profit Sharing

It is more difficult to appraise the compara-
tive cost of a deferred pay arrangement taking
the form of a commitment to pay a specific
amount in the future without reference to cur-
rent profits, for, as distinguished from deferred
profit-sharing payments, the specific amount
which would have been paid currently is not
known. Despite this difficulty, available evi-
dence indicates that such arrangements also are
often a good deal cheaper than their counter-
part in current compensation would have been.
Deferred benefit arrangements of this nature
may be made when an executive is first em-
ployed or shortly prior to retirement.

At Original Employment

A deferred pay arrangement will often be
offered to a top executive as an inducement
to leave a larger company. Sometimes it will be
offered a present executive to induce rejection
of an employment offer by a larger company.
In either case, the arrangement will usually be
intended to replace the executive's pension un-
der a funded group plan which the smaller com-
pany cannot afford. Under such circumstances
this type of arrangement may be a good deal
cheaper than a higher current salary:

An instance is known of a company seeking an
executive vice president which offered an executive
with another company a salary of $40,000 a year.
In the course of negotiations, the executive pro-
posed instead a salary of $30,000 a year with an
arrangement under which, upon retiring after not
less than five years with the company, he would
subsequently receive, in exchange for consultive
services, $5,000 a year over a period of as many
years as he had been employed by the company.
Assuming that the executive remained with the
company for five years under this arrangement,
the company for five years' services would pay him
a total of $175,000 over a ten-year period instead
of $200,000 by way of cash salary over five years.

In addition to a cash saving of $25,000, this
deferred pay arrangement gave the company the
use of a good deal more cash than higher current
salary would have and also provided the company
with five years of consultive services which might
or might not have value but which represented
something that the company would not have ob-
tained through a higher current salary. Even more
important, the arrangement provided the executive

with a strong incentive to remain with the com-
pany for five years, since his deferred pay depended
on his doing so.

From the executive's point of view, the arrange-
ment assured income over a ten-year instead of a
five-year period and, depending on the executive's
other income during the second five-year period,
would yield at least as much and possibly a good'
deal more income after taxes.

Just Before Retirement
Another common form of deferred pay ar-

rangement is one made with an executive who
is shortly to retire. Typically, such an arrange-
ment will be sought by a top executive because
of an inadequate pension system and because,
notwithstanding many years of faithful service
and normal thrift, he has been unable to accu-
mulate an estate sufficient to afford a minimum
degree of security during old age and for his
widow thereafter. In the normal course of
events, the executive could depend on present
management to make provision in one way or
another after his retirement for him and his
family as and when needed; but present man-
agement may be of the same generation as the
executive, and for this or other reasons the ex-
ecutive will have no assurance of the continuity
of a management loyal to him.

A deferred pay arrangement made under such
circumstances may on its face look very expen-
sive indeed. For example:

C The Goodyear Tire & Rubber Company made
a contract with P. W. Litchfield calling for con-
tingent compensation following termination of full-
time employment of 875,000 a year for ten years
— a total of $750,000.

« Chrysler's contract with the chairman of its
board of directors, K. T. Keller, calls for $75,000
a year for life — or more than $750,000 based on
life expectancy at the time the contract was made.

e Federated Department Stores' contract with
Fred Lazarus, Jr.,, calls for contingent compensa-
tion following Mr. Lazarus' retirement of $55,000
a year for ten years, or $550,000.

The foregoing are among the highest amounts
that have been found in this type of arrange-
ment. Notwithstanding their size, it is beheved
that even these arrangements are a good deal
less costly than a current compensation substi-
tute would have been. The reason lies in the
background against which such commitments
are usually made.

Typically, there exists in this background a



commitment, expressed or implied, often long-
standing, that the company will in due course
do something to make up for the impact on the
executive of such factors as inflation, salary sta-
bilization, and so on. To illustrate:

Every deferred compensation arrangement we
have been consulted alwut has been explained in
terms of a salary that has not kept pace with in-
creased wages or salaries to others or which has not
been increased for a number of years; or of an
executive who has not participated in current profit
sharing or in a supplemental compensation plan;
or of a pension plan, long overdue, which has not
yet been adopted; or of increased pension benefits
which have been promised or which the company
has not yet been able to grant. In each such case,
the executive has been assured that the company
will in due course make adequate provision for him.

The assurance to the executive may not be a
legally binding commitment, but in such mat-
ters no company is run on legally binding com-
mitments. Morale would suflFer if every time
that an understanding within a company was
reached, the understanding would be worthless
unless evidenced by a signed document.

Thus, generally speaking, the individual de-
ferred benefit arrangement cannot be viewed as
a fresh commitment of corporate funds in place
of a current salary increase. Rather, it is usually
an agreement honoring a long-standing promise
to make up in some part for the inflationary lag
in executive compensation.

Would a salary increase have been cheaper
than the promise? We have already seen that
the salary increase needed to counterbalance the
inflationary lag in coinpensation is so fantasti-
cally large as to be wholly impractical, but let
us put this point to one side for the moment.
While a true comparison is impossible because
of many imponderables, deferred benefits would
seem to be much cheaper for the company than
their current salary increase counterpart, on
the basis of these hypotheses:

(1) Take a married executive with two children
who earned $30,000 a year in 1939. This execu-
tive should earn at least $124,000 a year today in
order to have the same disposable income as in
1939. Based on such statistics as are available,
however, this executive will probably not be earn-
ing much more than $50,000 at the present time.
There is thus a $75,ooo-a-year deficit to be made
up for a period of yeais in the past, and until re-
tirement in the future. If the deficit is made up
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for only ten years, the company will pay the execu-
tive $750,000.

(2) From a substantial cross section of deferred
pay arrangements, it appears that when such ben-
efits take the form of an annual cash payment,
the payment will range from about 20% or 25%
to 50% of the salary paid at the time the deferred
pay commitment is made. The usual period for
deferred cash payments to run is ten years after
termination of employment.

(3) Applying the foregoing to an executive who
earned $30,000 in 1939 and who is now earning
$50,000, his deferred pay following retirement
wiU probably not exceed $25,000 a year for ten
years, or $250,000. This would amount to only
one-third of what the company would have had
to pay to keep his real salary after taxes current
for a ten-year period.

(4) In the foregoing example, a $250,000 de-
ferred pay arrangement would represent a cash
saving to the company of $500,000 in respect of
one individual. Salary increases to that individual
may well necessitate salary increases to others.
However, a deferred compensation arrangement
for a designated individual does not require similar
arrangements for other employees to the same ex-
tent as does a salary increase.

(5) The deferred benefits are contingent and
may never have to be paid at all. Some contingen-
cies, such as the rendition of consultive and ad-
visory services "health, residence, and other cir-
cumstances permitting," may turn out to have little
substance. Others, such as those requiring con-
tinued full-time employment for a specific period
and absence of competitive activity, may be very
real or at least may be so regarded by the executive.

Thus, a canning company offers its executives a
standard form of one-year employment contract
every year. This contract, in addition to stipulat-
ing a base salary, provides for payment of con-
tingent compensation for a stated number of years
after termination of employment, such contingent
compensation taking the form of cash plus shares
of common stock. A number of the company's
executives have refused to sign this form of agree-
ment for fear of the conditions attached to the
contingent compensation, which prohibit the ex-
ecutive for five years after termination from en-
gaging in any manner or capacity in any business
or activity competitive with the canning company.

It is of course possible to quarrel with many
figures in the hypothetical examples just cited.
These figures are given solely for purposes of
illustrating premises leading toward a conclu-
sion on the relative cost of deferred pay as
against current salary increases. The figures
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may be subject to discussion, but each premise
is believed fundamentally sound and the con-
clusion inescapable that deferred pay will gen-
erally be cheaper than the current pay increases
that would have been needed to keep the ex-
ecutive's take-home pay constant over the years.

Cash Compensation

Deferred benefit arrangements serve to sup-
plement cash compensation. They are not a
substitute for salary or current profit sharing.
There is general agreement that salary differen-
tials up to the highest executive levels must be
maintained even though such differentials may
mean little after taxes.

Cash salary must remain the yardstick for
determining the relative Importance of a given
position or a given individual in the organiza-
tion. It must continue to reflect the processes of
job evaluation, and of fixing salary rates and
salary ranges, in connection with which man-
agement consultants have proved so useful in
the past. Salary must also be the measure for
determining the retirement allowance to which
a specific executive will be entitled under a pen-
sion program, the extent of life and other insur-
ance which the company will secure for him,
the amount of benefits which he may receive
under other special programs.

A low cash salary will not of itself justify
participation in a deferred benefit plan and may
in fact boomerang if used to support such par-
ticipation. To illustrate:

The top executive of an airline has for many
years accepted a salary far lower than those paid
other airline executives and even lower than that
paid other subordinate executives in his own com-
pany. When a stock option plan was proposed for
the company, his low salary was not accepted by
stockholders as justification for what was criticized
as an unduly large option. Stockholders sought to
argue instead that his current salary should have
been increased. The low salary, instead of helping
stockholder relations, if anything provided a focal
point of criticism.

Except for pensions, which are now an inte-
gral part of our economic system and so recog-
nized, deferred benefit plans will have little
attraction for the junior executive, who will
usually be in an expensive period of his life,
buying a home with appurtenances and educat-
ing a family. To him a deferred benefit plan
may seem a threat to an increase in current com-

pensation which he might otherwise receive and
which would be far more welcome. Because of
their lack of appeal to junior management and,
sometimes, to middle management as well, de-
ferred benefit plans are being discouraged in
some quarters. For instance:

A story is told of a company which was about
to alter a current bonus plan so as to defer pay-
ment of the bonus to the future. The plan was
scuttled when it was discovered that less than one
out of six executives favored the deferral. But the
plan could have been made sufficiently flexible so
as to provide for current payment to the group that
needed it and deferred payment for the group that
did not. Perhaps some reason existed for depriving
almost one-sixth of the company's executives of the
plan they wanted, but none is apparent.

A deferred benefit plan must of course be
prepared with sufficient care so as not to force
into the plan executives for whom at the mo-
ment it has no interest. But there is no valid
reason for scuttling a deferred benefit plan for
every executive simply because the group which
wants and needs it is relatively small.

Conclusion

No company today, large or small, can neglect
consideration of a deferred benefit plan for its
executives. Such plans have become essential
to adequate executive compensation.

Flexibility is necessary in the deferred bene-
fit plan so that, depending on the type of
plan, particular executives or groups of execu-
tives for whom the plan has no immediate ap-
peal may be excluded, and so as to build up and,
if feasible, progressively increase the amount of
deferred benefits over the years of employment.

By and large, a deferred benefit arrangement
should prove a good deal cheaper than the
increases in current compensation otherwise
needed to restore historical differentials between
levels of management. But whether cheaper or
not, it is only in such arrangements that signifi-
cant differentials and traditional incentives can
be maintained.

We may deplore the trend to security repre-
sented by deferred benefit arrangements. Some
of us may look back with nostalgia on the days
when just plain salary was incentive enough,
just as some of us will still think with nostalgia
of the horse and buggy. But with modern de-
velopments in our industrial society the deferred
benefit plan is here to stay.






