
PENSIONS FOR EXECUTIVES
BY JOHN CALHOUN BAKER

RETIREMENT pay or pension
plans have been chiefly con-

k cemed with the rank and file
of employees,' whose modest wages are
consumed mostiy for current living ex-
panses. Research has paid little attention
to such plans for executives, assuming
that they were wealthy and would have
little interest in retirement plans or se-
curity, and that the problem had no
great corporate significance. These
earlier views, though implicit rather
than explicit, are based upon the belief
that the individual is able to take caie
of himself through e<u'nings, prop)erty
ownership, and insurance.

Pensions for employees may be justi-
fied on the ground of moral responsi-
bility, but for executives they must be
otherwise supported, or their case will
be exceedingly weak. This study there-
fore addresses itself to the question: Are
p)ension plans part of sound executive
compensation practice?

The question of pension plans, for
both employees and executives, has be-
come a highly emotionsd and psycholog-
ical problem. On the one hand, great
enthusiasm exists for them, tsecause it
is believed that such plans may be the
panaceas for the troublesome problem
of paying executives, and on the other,
the fear exists that such plans will lead
to objectionable paternalism, excessive
costs, and reduction of the effectiveness
of executives, and that they may prove
delusive by becoming unsound finan-
cially. Pensions for executives are being
discussed, not only because security for
workers is popular, but also because

• M. W. Latimer, InAuirial Ptnsims Sjnims (New
YoA, Industrial Relatiaiii CounKlon, 1932), Vol.
II, p. 896.
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many executives in our large corpora-
tions have had serious financial reverses
and lack security.

Any pension study must examine such
considerations as purposes of plans, con-
tributory or non-contributory factors,
eligibility and retirement age of partici-
pants, limitations (if any) on amounts
to be paid beneficiaries, provisions for
change, supervision by the corporation
or by insurance companies, costs, and
similar provisions. Here, however, no
attempt will be made to give definitive
answers to the many controversial is-
sues encountered in the foregoing state-
ment, and such questions as cost and
actuarial provisions are purposely avoid-
ed. Many books and articles have been
and will continue to be written on
these issues, and it is impossible to sum-
marize them propterly in any pap)er of
moderate length. Rather, the object of
this research is to discover the broad
significance of such plans for executives,
their characteristics, their justification,
and their weaknesses.

Economic and Social Philosophy Under-
lying an Executive Pension System

Why should the public, stockholders,
and directors be interested in ptension
plans for officers? The average execu-
tive, it is generally assumed, is well
paid, builds up reserves, and has satis-
factory tenure of office; also he has an
opportunity to save, and should have
the knowledge of how to save and invest
wisely.

These assumptions, applied to the to-
tal executive gjroup, show lack of reality.
AU executives are not highly paid and
do not have substantial reserves. The
average executive, like the average
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worker or professional man, tends to
live up to his income. In addition, he
has many responsibilities and in recent
years has carried a heavy tax burden.
Also, since 1929 corporate expansion
has decreased to such an extent that in
many industries promotion and in-
creases in salary payments have been
slow, so that opportunities for large
individual earnings have disappeared.
And finally, an analysis of the functions
of executives reveals numerous reasons
for considering pensions int<^al parts
of sound corporate compensation plans.

Three important general objectives
in executive compensation plans are: (1)
they should supply compensation large
enough to attract capable leaders; (2)
they should be sufficientiy liberal to
retain those executives needed for suc-
cessful corporate operation; and (3) they
should include arrangements for the re-
tirement of executives when their period
of corporate usefiilness declines and
when they seriously inq)ede the promo-
tion of ypui^er men. Tliis last objective
is a function frequently overlocdced. Ade-
quate or large salaries, with other proper
conditions, can and do secure and lu>ld
able men, but they do not provide for
the retirement of older executives. In-
deed, the reverse is generally true. It
seems to be human, nature for execu-
tives, as well as others, to cling to a
regular position and salary as long as
they can. Therefore, pension plans are
becoming essential to permit corpora-
tions and other social units to revitalize
their personnel firom time to time with-
out in any way demoralizing it. The
American Telephone and Telegrajrfi
Company recognizes the significance of
retirement pay for executives, as indi-
cated by its Ioi^-established pensi<m
policies referred to in the followring
letter to the Federal Conununicaticms
Conuni^on.

The purpose of the retirement plan of the
Bell System is to further the efBcient and
economical operation of the business.

In a business organization of a continuing
character, the problem of superannuation
of its members is one which must be mtt
and met successfully if the vitality of the
organization is to be maintained, and if the
cost erf continuing in service those who have
become superannuated is to be avoided.

The term "executive" demands defi-
nition. Insursmce men often prefer to
avoid a discusaon of who are executives
and consider simply the question of pen-
sions for individuals receiving more than
a minimum amount, for example,
13,000. Here, however, executives are
defined as those who are for the most
part permanentiy connected with a cor-
poration and who are in major and
minor administrative positions. The
Social Security Act gave no special con-
sideration to this group, since maximum
benefits under it are limited to $85
monthly.

The definition of the term "execu-
tive" in this study includes men who
may be divided into at least two groups
(probably more in large organizations):
the very top ofifkers devising policies
and the laiger group administering such
policies. AmcHig the former group may
be certain wealthy individuals with lit-
tie or no dependence on current income,
but anaong the latter group the number
of tiiis type would be limited to a small
minority. The difference in status be-
tween die preadent and the factory or
producticm manager and the sales man-
ager is great, but fHobably not so great as
the difference between the sales manager
and factory manager and the assistant
sales manager and factory fixeman.

Material Studied

The basic data for this study are de-
rived firom an examination ol' certain
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records of 60 companies; the 59
industrial corporations* whose execu-
tive compensation px>licies are analyzed
and descril)ed by the author in his book.
Executive Salaries and Bonus Plans,* and
the American Telephone and Tel^raph
Company. A letter with a brief ques-
tionnzdre was sent to each of these com-
panies. The questionnaire was not
designed to be exhaustive, but rather
to elicit answers and secure material
which would permit the compilation
of the data needed. Thirty-nine of the
60 companies replied; one of these de-
clined to send any information and two
did not have data readily available.
Therefore, the following analysis b based
on information secured directiy from
36 companies.

Twenty-seven of these companies pro-
vide, either formally or informally, for
executive retirement compensation in
some form; three have had such pro-
visions in the paist but have abandoned
them; and six apparentiy never have
made any provision for executive
pensions.

Of the 27 comp>anies at present mak-
ing such provision, 17 now have formal
retirement plans which include execu-
tives with all other employees, and nine
have informal plans applicable for the
most part to executives only; one of
these nine companies is now preparing
to change to a definite formal plan.
The other company has an employment
contract with its president which in-
cludes provisions for his retirement. Of
the three companies which in the past
had pensions for executives, one is re-
vising its plan. Of the six companies
with no penfdon arrangements, three
are critically studying plans. There are
five companies which plan shortiy to

* l l i e namei of these companies as well as the de-
tailed features of pension plans applying to qiecific
companies are omitted because of lack of space.

include executives under some arrange-
ment, the form of which is not now
available for examination.

It seems fairly obvious that the trend
is toward formal retirement plans in
which executives will be included, al-
though they may not be mentioned
specifically.

Objectives from the Individual and Corpo-
rate Vievopoint

The principal purpose of retirement
plans is to provide an income for super-
annuated or otherwise superseded em-
ployees. Almost all of the 17 companies
with formal plans stated this in various
ways in their published booklets. The
statement of the Union Carbide and
Carbon Corporation is typical:

The object of the Plan is to provide a
regular income after retirement in the form
of Benefits to those employees who qualify
under the Plan and who reach retirement
age while employed by the Company.

Without exception the purposes stated
in the plans stress the benefits to em-
ployees. Few companies, however, adopt
from purely philanthropic motives ar-
rangements which are as costly as
retirement plans. The following objec-
tives stressing the company's points of
view were suggested in correspondence
with executives:

1. To retire automatically men who have
passed their prime so that younger men may
be advanced to p>ositions of responsibility.

2. To promote efficiency by improving
the mental attitude of the personnel.

3. To simplify persomicl problems.
4. To provide security for the rapidly in-

creasing number of older executives.

>New York, McGraw-Hill Book Company, Inc.,
1938.
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Formal Noncontributory Plans

Five of the 17 formal retirement pay
systems now functioning are of the non-
contributory variety; i.e., each com-
pany pays the entire cost of the benefits
received by the employees upon retiring,
and all employees are automatically in-
cluded. Since the maximum benefits on
retirement for two of the companies are
$1,200 a year and $2,086 a year re-
spectively, these plans are of little sig-
nificance to the executives with salaries
in the higher brackets and therefore
should not be considered as executive
pension plans.

For American Sugar Refining Com-
pany executives employed prior to
October 12, 1924, the maximum is
$5,000, which is $1,000 less than the
maximum set by the Shell Union Oil
Company, so these plans also were of
limited help to executives, even when
operating. The most an executive could
receive under the Eastman Kodak Com-
pany's plan is probably in the vicinity
of $5,000 or $6,000. The American Tele-
phone and Telegraph Company and
the Goodyear Tire and Rubber Com-
pany (whose plan is "frozen" pending
revision) Jire at the other extremes and
set no arbitrary limits to the amount
which an employee may receive under
their plans, other than the framework
within which it operates. Since benefits
in the Goodyear plan are computed on
aggregate wages, it is likely that for an
executive this method would produce a
lower figure than if final pay were used
as a base.

The general pension plan of the Inter-
nationzd Harvester Company in effect
since 1908 covered all employees but
provided for a naaximum pen.̂ on limit
of $2,500, and only in a few cases has
this pension been supplemented with an

additional special pension granted to
executives by action of the Board of
Directors. This plan was amended Janu-
ary 1, 1937, to coordinate it with the
Social Security Act by providing that no
further service credits should accrue
under the company plan after service
credits began under the social security
plan.

In 1936 and 1937 the company pur-
chased individual annuity contracts for
its msmagerial group of about 2,500, the
total premiums paid being approxi-
mately equal to the total cash bonuses
paid to the same group during the same
two years. This was a temporary meas-
ure pending the development of a con-
tributory pension plan.

Five of the eight plans aneilyzed were
established before 1920, two were
adopted in 1929, and one in 1938, so
that all but one have been in operation
at least nine years. Six are sujjervised
entirely within the' companies them-
selves, one is reinsured by a recognized
life insurance company, while another
company has two plans, one self ad-
ministered and one reinsured.

Other provisions of noncontributory
plans are similar to those of contributory
plans and therefore will not be discussed
here.

One important question arises con-
cerning noncontributory plans: Does
this group of companies in the light of
recent developments still favor nonconr
tributory plans? Although no definite
answer was secured from the various
companies, three conclusions appear
dear: (1) there is less evidence than
formerly that noncontributory plans are
wise; (2) the use of a noncontributory
plan makes a change to a contributory
one difficult; and (3) the trend seems
to be in. the direction of contributory
plans.
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Formal Contributory Plans

Of the 17 formal retirement plans in
active use among industrial companies,
11 are of the contributory type in which
the employee pays a certain proportion
of his income toward a retirement bene-
fit to which the company adds concur-
rently a certain additional sum. The
provisions of these plans are similar to
those of companies with noncontribu-
tory plans and are worthy of study. Only
two of the 11 plans are more than four
years old. Nine plans were originally
designed or were amended to supple-
ment payments under the Social Secur-
ity Act. Since annual earnings in excess
of $3,000 are disregarded by the Federal
plan, three companies have plans cover-
ing only employees earning over $3,000,
while five companies have higher rates
of contribution and retirement pay for
such employees. One other company has
a special plan for employees earning
over $5,000 annually.

At the time these plans were adopted,
nine of the comf>anies made some ar-
rangements so that the service of the
individual prior to the adoption of the
plan would be recognized in figuring his
retirement pay. One of these companies
allowed credit for only five years of past
service and another recognized past serv-
ice only in determining its minimum
benefits. In order to care for the alloca-
tion of the cost of retirement to past
service, eight of the companies paid a
lump sum to a life insurance company,
without any contributions fix)m the em-
ployees, and the other company ar-
ranged to underwrite the cost of this
part of the retirement benefit itself.

Eight of the 11 plans require at least
one year's service before the employee
or executive may start making payments
toward the pension plan, while one com-

2 1 *

pany requires only six months' service.
Of the four plans specifically applicable
to executives only, one requires at least
one year's service and a salary in excess
of $3,000 a year, two require salaries of
at least $3,000 a year, and one plan
(Phillips Petroleum Company) requires
a salary in excess of $5,000 a year. Five
plans exclude male employees or execu-
tives whose age is more than 64 or 643̂ ^
years, and one lowers the age limit to
60^. Further conditions are imposed in
two other plans. One states that an
employee cannot contribute toward his
retirement until he has reached the age
of 35, although the company deposits at
the time he is 35 years old 1% of his
aggregate wages for each year from July
1, 1937, to that time, toward additional
annuity benefits which will accrue to
him on retirement. The other condi-
tional plan states that if an employee's
salary falls below $3,000 for three con-
secutive years, he is automatically
dropf)ed from the plan.

The normal retirement age for men in
ten companies is 65 years, regardless of
service, except that in one company
normal retirement age varies between
65 and 70 for older employees in service
at the time of adoption of the plan. Wo-
men normally retire at 60 in five com-
panies. If a male employee wishes to
retire before he reaches the normal re-
tirement age, he may do so on a reduced
annuity basis in seven companies at 55,*
in two companies (age not specified)
with the consent of the company, in one
company at 60 provided he has had 35
years of service, and in another sifter ten
years of service if he is incapacitated for
active work. Should the employee wish
to remain in the employ of the corpora-

* The consent of the company is usually required.
In one case, however, this approval is not neceisary
if the employee has had 20 years at service.
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tion after the age of 65, he may do so
with the company's consent for an un-
limited time on a year-to-year basis in
nine companies, and with the company's
consent for not more than two years in
one company. The other company does
not sp)ecify any conditions permitting or
barring further employment beyond 65.
Four of the 11 companies state specif-
ically that the retirement income com-
mences at normal retirement z%<t, even
when retirement is postponed; two com-
panies add that the individual's salary,
if he continues to work for the company,
will be reduced by an amount eqiial to
the pension, while another allows the
employee to reinvest his benefits so that
on actual retirement his payments will
be greater. Three companies state that
although contributions stop at ncnrmal
retirement a%t, no pension is paid until
actual retirement, and the amount ofthe
benefits is the same as if retirement were
not postponed.

Eight companies make participation
in their retireoKnt plan ap6aaai\. to the
employee; two make it optional for pres-
ent employees, but compulsory for new
employees; and one makes participation
optional, with the company reserving
the right to make participation a condi-
tion of employment. Seven of the nine
companies offering benefits for past serv-
ices require that those eligible must be-
come members within a specified time
in order to receive full credits for such
service.

The size of the sample for this study is
not sufficiently laige to obtain a rejnre-
sentative, average, or mean figure for
the peicaitage of individual salary con-
tributed toward the pensum {dan. Yoc
the companies discmacd here the per-
centages vary firom 1% to 5% of salary,
depending on cooditioiis within tlie {dans
themselves. The percentages in three of
the plans vary according to the afgc of

the individual when he joins,* and in
one other plan according to the salary
classes through which the individual pro-
gresses as he rises in the company. Three
companies use the same approximate
p>ercentages for all salary classes, while
three others take the same percentage of
salaries under S3,000, but a graduated
p>ercent£^e for salaries in excess of this
amount. In another company, employ-
ees in all salary classes contribute 4% to
cover participation under the Social
Security Act as well as under the com-
pany plan.

A contribution on the part of the em-
ployer exactly equaling that of the em-
ployee is specified in two plans, and the
amount of retirement allowance is the
resultant annuity equivadent, whereas
in seven other cases the company pays
the balance beyond the employee's con-
tribution to provide an amoimt of an-
nuity determined in advance. One
company, as stated before, makes con-
tributions based on the last ten years of
pay brfore retirement of the individual.

Under all 11 contributory plans, ex-
cept to a certain extent that of the At-
lantic Refining Company, retirement
allowances are based on salary received
for all years of service, not on final salary
as was more firequently the policy in the
noncontributory plans.

The maximum anraimt of executive
retirement pay is specifically stated in
three plans, thoe is no maTinnnn in
three, and in three others the amount of
the salary baae is limited, which def-
initely limits tiie retirement pay. Two
companies merdy limit the number of
years trf service for %vhich cre^t will be
given to 35 and 37H reflectively. Ofthe
diree cranpanins mentioning a definite
"top," one aets S20,000 a year as the

life in

•B inC pCKCClHflfBS wot QO6
by tnc nKIIIflOB of
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maximtun; one, 35% of final salary, but
not exceeding $12,000; and the third,
$5,000 a year. The maximum base salary
limits are $40,000,130,000, and $20,000.

Should an employee die, resign, or be
discharged before retirement, his con-
tributions under four plans are paid in a
lump sum to him or his beneficiaries
without interest; and under five plans
with interest ranging from 3% to 4%
compounded annually.

Under the Phillips Petroleum Com-
pany's plan, if an employee is discharged
or resigns before retirement, his con-
tributions based on his annual salary up
to $5,000 are returned without interest;
while contributions based on the re-
mainder of his annual salary are returned
with 3Ji% compound interest. If an
employee of this same company dies
before retirement, 125% of his contribu-
tions are paid to his beneficiary. In five
companies some form of insurance will
also be paid to the beneficiary in case of
death.

Under all the plans, the executive or
other employee at his retirement date
may elect various optional methods of
receivii^ his retirement pay, such as a
joint and survivor annuity to include his
wife, or a modified cash refund annuity.

Infotrmal Plans

Informal plans, as reported by nine
companies, are apparently based solely
on individual needs. Quotations from
the correspondence about such plans
give an idea of the way they work.

We have no plan for the retirement or
pensioning of executives, either formal or
informal, as we heretofore had no need for
one. [But then the company added:] From
time to time in the past, when executive
retirement cases have arisen, they have hcea
dealt with individually on their merits.

This corporation has informal arrange-
ments concerning the retirement of execu-
tives but pensions over extended periods are
quite the exception. . . . Each case is han-
dled separately but as indicated before, it
is rather a question of continued comjiensa-
tion for a short Mtirement period than a
(tension arrangement. . . .

Informal; each case handled as it arises
with no fixed policy.

The amounts paid are determined sepa-
rately in each case by a (tension committee
and are based primarily on the need of the
individual. We do use a standard formula as
a guide for arriving at the amount of ptension
to be paid, but in actual practice we budget
the needs of the individual and set the pen-
sion accordingly. The plan is operated entire-
ly under company supervision. The amounts
paid are very small, in most cases less than
$100 per month. Most of us are frankly not
satisfied with the operation of our ptension
plans and we are ourselves making a study
to determine the type of plan which we
should have.

One of the companies already men-
tioned as having a formal pension plan
with a limit on retirement pay of $1,200
per annum also has an informal plan^by
which individuals of the "vice president
level" may be paid part salary on retire-
ment. The amount is not specified. This
company occasionally releases a vice
president firom active service but con-
tinues to pay him as a consultant.

An executive of an industrial com-
pany which tries to solve each retirement
problem individually by taking into con-
sideration the employee's resources, his
income fix>m all sotirces, and his respon-
sibilities, revealed a serious criticism of
the informal method. This executive •
pointed out:

. . . A man who, during his active services
with the company, saves very little of his
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income, naturally develops a higher stand-
ard of living than a man who attempts to
build reserves. Then when the balance sheets
of the spender are examined, it is found that
he has few reserves, and also that he has had
rather a high standard of living. This in
fact penalizes the thrifty individual who has
saved money and kept a lower standard of
living during his period of active work.

Two advantages of informjil plans
occasionally mentioned are: they are
not contractual, and they give certain
control over the retired executive so
that he will not take a position with a
competitor. Also, in periods of unprof-
itable business a corporation can reduce
or discontinue pensions if they become
too great a burden. The significance of
these reasons is limited when considered
from the point of view of an ideal execu-
tive compensation plan, and their dis-
advantages are numerous. Informal
plans are not grounded on soimd actu-
arial practices, and fail to build up
corporate reserves for what may become
substantial liabilities; they may be ques-
tioned as to legality' unless carefully
circumscribed and administered; and
they present complicated tax problems
both to individuals and to corporations.
Finally, although they may be justified
for humanitarian reasons, they never-
theless become difficult to support as a
sound corporate practice. Certainly an
assured continuii^ income is at the very
core of pension p>ayments if they are to
be any part of a sound executive com-
pensation plan; take this away and the
entire scheme collap>ses.

Retirement Provisions wider Executive
Employment Contracts

In the contracts which many corpxjra-
tioiu make with their senior executives

•Albert Handy, "lUvate Pension Flans and the
Federal Reserve Act" Mm Tark Vnutnitf Law
Qjtartirlj) Rmtm (March, 1939).

as a means of continuing management,
there occasionally appear clauses provid-
ing income after retirement. The only
contract discovered among the 59 large
industrial companies was one made by
the United States Rubber Company
with its president and approved by the
stockholders at the annual meeting on
April 19, 1938. The following para-
graphs from the letter dated April 1,
1938, describe the arrangement:

In addition to the regrular business to be
transacted at the annual meeting, you are
being asked to vote upon a recommendation
by the Board of Directors of the Company,
of a plan to continue the management which,
during the psist nine years, has operated,
developed, and expanded the business of
the Company with conspicuous success.

The specific recommendation, formulated
by a specisd committee which was appointed
to consider the matter and present a practi-
cal and equitable plan, contemplates a long
term contract with Mr. F. B. Davis, Jr., who
has served the C!ompany as Chairman of
the Board of Directors and President since
January, 1929. The Board of Directors be-
lieves that these services have been of great
value to the Company, and feels that it is
in the interests of the Company to assure
the continuation of Mr. Davis' leadership.

The new contract which the Committee
has recommended to the Board and which
the Board now recommends to the stock-
holders of the Company would provide for
the continuation of Mr. Davis* employment
for a six year period from January 1, 1938,
and at die election of the Company for
additional periods up to January 1, 1949.
The compensation to be paid to Mr. Oavis
would be a salary of one himdred and fifty
thousand doUars a year, and Mr. Davis
would waive all present and future rights
under the Managers' Shares Plan and all
other management profit sharing plans of
the Coiiq>any other than its Stodc Option
Han under which an option to purchase at
twenty dollars a share a total of twenty-five
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thousand shares of common stock of the
Company was granted to Mr. Davis in 1936
and remains unexercised.

As an inducement to Mr. Davis to commit
himself to serve the Company for a long
period and to agree to make himself avail-
able to the Company for general advice and
consultation following his years of active
service the contract would provide that upon
retirement, the Company would pay to him
a retirement allowance of seventy-five thou-
sand dollars a year for the remainder of his
life, or, upon retirement for incapacity be-
fore the full six years term shall have been
served, a retirement allowance of such part
of seventy-five thousand dollars a year as is
proportional to the part of the six year
period which Mr. Davis shall have served
before retirement.

The Board of Directors recommends to
the stockholders of the Company that they
tJike favorable action upton the proposed
contract.

A few employment contracts with
retirement arrangements were found
among retail organizations. For exam-
ple, contracts made by Abraham &
Straus, Inc., with two of its executives
specified that:

. . . in the event of the retirement . . .
by reason of disability during the first three
years of this contract, or by reason of his
voluntary or other retirement for any rejison
thereafter from the active management or
participation in the affairs of the corpora-
tion, he shall be comp>etisated by receiving
the sum of $29,000.00 pter annum from the
date of his retirement for a pteriod of fifteen
years thereafter, or until his death, which-
ever shall sooner occur, it being expressly
understood, however, that during such pte-
riod he shall, if able, assbt in the active
management of the corporation with his
counsel and advice whenever called upon so
to do.

The objections to any widespread use
of these practices are readily apparent.
They have no relationship whatever to

corporate reserves or actuarial plans,
and might readily become a serious
financial ^burden to any company in a
period of reduced earnings while of aid
only to a restricted group of individuals.
Possibly adequate reasons can be given
for their adoption by specific companies,
but the ever-present hazards in the prec-
edent must not be overlooked.

Plans for Executives

Exclusive of individual retirement ar-
rangements made in connection with
employment contracts, three types of
formal retirement plans for executives
have apfteared in this study.

1. The group annuity plans of Inland
Steel Company and Union Carbide and
Carbon Corporation. The plans are con-
tributory, are reinsured, and apply only
to employees earning over $3,000.

2. The excess plan of the Phillips
Petroleum Company covering employ-
ees with salaries of over $5,000 annually.
The plan is contributory and self-
administered.

3. An individual annuity plan which
is contributory and reinsured and ap-
plies only to employees earning over
$3,000 annually.

This last plan provides each partici-
pant with an annuity such as he himself
might invest in were he providing for his
retirement out of his own funds. It is
interesting to observe that, although the
last type of plan was designed specifically
for executives, retirement pay is limited
to $12,000 annually.

Justification of Retirement Pay Plans

Students of general pension plans have
recognized clearly that such plans are
costiy, often more so than reedized. Such
a conclusion is equally true of payments
to executives. TTie question therefore
naturally arises: can substantial retire-
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ment pay to executives be justified? This
is especially important because such pen-
sions often mean the classification of all
employees into two groups, executives
and others, with executives being more
liberally treated than others. Humani-
tarian reasons or desire to give corporate
officers security are not sufficient; one
must look elsewhere for their justifica-
tion. Society needs and desires the suc-
cessful operation of corporations. Success
requires the production of goods and
services at reasonable prices; the employ-
ment of workers, and the payment of
adequate and decent wages; the pay-
ment of a satisfactory return to capital
for its use and the risks involved; and
study and research to keep the corpora-
tion abreast of the times so that it can
continue to serve society properly. Can
proper pension plans aid directiy in
securing corporate success?

Corporate officers, particulzurly those
of senior rank, have great power and
influence, not only because of ability,
but also because of position. Some auto-
matic plan, therefore, for retiring them
when they reach an age of declining
ability is necessary; otherwise they inter-
fere with the promotion of younger men.
The provision of financial security for
executives eifter retirement removes one
of the reasons for high salaries; thus
they may be reduced over a period of
years to a somewhat lower level, and
part of their cost deducted from salary
or bonus p)ayments.

Pension plans when properly set up
and administered furnish as much secu-
rity as it is possible to have in a rapidly
changing world. Executives working un-
der such a plan should have more secu-
rity than they could obtain in any other
way. Finally, a pension plan does not
turn an executive's thoughts to specula-
tion and the stock market as do options,
stock purchase plans, and similar devices

for paying executives. An executive's
effectiveness, when measured by his
proper functions, is greatiy curtailed
either in periods of elation caused by
speculative success or in periods of de-
pression because of failure and losses.
Almost any feature in an executive com-
pensation plan which reduces the temp-
tation of an executive to speculate has
merit.

The complex and constantiy chang-
ing questions of individual and cor-
porate taxation also present many prob-
lems in this area, particularly to those
in the higher income group. Corpora-
tions have practically a fiat tax and
individuals a rapidly mounting surtax.
Net income, reserves, security, and satis-
faction are the objectives of executive
compensation plans, both for executives
and for corporations. Opportunities may
exist for achieving these' objectives
through lower salaries, lower taxes, and
pensions.

These reasons suggest that it is not
difficult to justify retirement p>ay for
corporate executives.

Diffictdties in Retirement Pay Plans for
Executives

A perfect solution to any human prob-
lem does not exist. This applies par-
ticularly to executive compensation and
pensions. Simple, ready-made plans gen-
erally develop into mere ropes of sand.
Such a truism suggests the need for care-
ful study before the adoption of any
plan. The following difficult, general
problems often arise.

How will a retirement plan affect
present methods of executive compensa-
tion? When a company has been success-
ful, for example, and has a bonus plan
under which large payments have been
made, the problem is particularly in-
volved. It is quite probable that a cor-
poration should not superimpose the
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expense of retirement pay for officers
upon executive bonus plans; the expense
•WKM become too great. Here it is not
the {HDblem of ^ving somethii^ extra
but rather that of taking away the bonus
or part of it and substituting in its place
a pension which may never be personally
beneficial to a specific individual be-
cause of death or other causes. Because
of the vogue of bonus plans prior to
1930, this problem is frequently met.
The International Harvester Company's
plan referred to earlier suggests an inter-
estii^ compromise on the issue.

What objections will executives make
to pensions? They have been and are an
independent and imaginative group and
may desire to take care of their own
financial future. Also, all those near the
retirement age will resent the adoption
of such a plan because of its immediate
effect on them without their having
opportunity to plan for it. Furthermcwe,
because of the problems they currently
&ce, they wonder how much security
pension plans may furnish in the present
unstable condition of the world.

What happens if an executive retires
and takes a competitive job, or if he
res^pos and takes another position? FOT
many years, at least until 1932, most
successful executives believed that there
was a high current maricet value for their
services, and if one company did not pay
for them another would. Although this
opinion is not so jxevalent today, it stiU
has a sound basis in fact among miany
erf' the ablest executives. Consequently,
they ri^tly wonder what the financial
effect d any plan may be on their
molnlity. Certain of these general ques-
tions may be answered by carefully
dravm plans, others remain after every
precaution has been taken.

in dus research
does not fsdl on the specific features d
pension {dans, nevertheless it is well to

indicate certain of the specific problems
which develop after a decision is reached
to adopt a pension plan for executives.

When is an employee an executive?
This question will continue to be an
annoying problem. At what age should
an executive come imder a plan? Young
executives chaise jobs more frequently
than older ones. Certain companies have
attempted to answer both questions by
limiting the executive group to men
over 35 years of age. Should the plan be
voluntary or compulsory? There are
many ramifications to this question.
What is the proper retirement ag[e? If
employees such as sales managers drive
themselves so hard that their effective-
ness is reduced before retirement age,
how should they be treated? Should
there be any limits on retirement pay to
executives? Certain companies limit such
pay; others do not. Should a pensiop
plan be company-administered or ad-
ministered by an insurance company?
Hiere are obvious advants^es and dis-
advantages to either policy. What de-
ductions, if any, should be made bom. an
executive's pay if a plan is adopted., and
should executive salaries be slovdy re-
duced? These are merely a limited num-
ber of the problems arising after a
company decides to have a retirement
plan, and such questions indicate its
intricate nature.

Possible Weaknesses and Abuses

After consideration of the many dif-
ficulties in pensions for executives, one
should also examine possible weaknesses
and the opportunity for unanticipated
abuses. Retirement plans for executives,
like those for other employees, should
be based on actuarial methods, age,
interest rates, and proper financial ad-
ministration if they are to be sound. An
analysis of die various ccmqiany plans,
even in tibis limited study, indicates that
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certain of them, those for senior execu-
tives particularly, have no relation what-
ever to the above principles. No reserves
are set up to take care of future liabili-
ties under the commitments, and if the
same policies were widened they might
become a financial burden even in pros-
perous years and an exceedingly serious
problem in years of adversity. Any wide-
spread adoption of such policies would
promptly and rightly bring serious criti-
cism on this specific form of executive
comp)ensation.

Another possible weakness is that pay-
ments under such plans may be so limited
that they would have little significance
to an executive. Certain plans may be
criticized for being too liberal, but there
is more danger from present trends that
the payments will be too meager to
serve their proper purposes. Liberality in
such payments might be less of an abuse
than niggardliness. These payments are
being made to men on whom the re-

. sponsibility for corporate success rests,
and some part of it is what would have
been their own savings; thus payments
should be attractive enough to insure
the satisfaction of cill executives affected.
One requirement in jjension plans is
that financially they must be conserva-
tively administered. This is essential;
otherwise any plan becomes a farce,
purpKjrts to be what it is not, and fails
as a constructive form of executive
compensation.

Such plans should not be set up and ad-
ministered so as to freeze the executive
group. Almost all organizations employ
more young men of executive caliber
than they can possibly promote to the
higher fxisitions. Consequently no phase
of an executive compensation plan,
either in amounts paid or in pension
arrangements, should be so attractive
at all levels that it will make it prac-
tically impossible for such men to change

jobs. Such conditions lead to an unhappy
and disgruntled group of able young
men who would seek opportunity else-
where, but do not because of the too
attractive financial features of a position
with a specific company. And finally, of
supreme significance, the pension plan
should be so administered that it is not a
sedative instead of an incentive to cer-
tain executives. It should not only bring
pressure for more efficient work but also
permit middle-aged and older execu-
tives to resign without their being heavily
penalized financially. There are advan-
tages as well as disadvantages in chang-
ing executive personnel.

Summary and Conclusions

The problems and justification of ex-
ecutive pensions differ widely from those
for the rank and file of employees. Ex-
ecutives are not a limited group of highly
paid men with adequate reserves and
no dependence on their positions, but a
large group of managing employees on
whom corporate success depends. Many
of these individuals do not accumulate
adequate reserves, and they need the
security that pensions furnish. In addi-
tion, because of job pressure, they may
"bum themselves out" at an early age
and thus be in line for early retirement
or discharge through no fault of their
own.

The corporations whose plans were
studied use both formal and informal
p)ension plans. Formal plans, carefully
prepared and explained in advance, and
operated on a sound actuarial and finan-
cial basis, have such merit. Informal
plans, however, adjusted to individual
needs but administered without any re-
gard to sound pension principles, doubt-
less are at times of much help to
individuals and relieve distress, but fail
to be of great significance in a well-
rounded executive compensation plan.
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The wisdom of including formal pen-

sions as an integral part of an executive's
compensation plan seems apparent,
though attended with numerous diffi-
culties. Such plans give corporate offi-
cers security, they need not be too costly,
they help retain executives, and in addi-
tion they provide a means of retiring
executives automatically at a period
when their ability and contribution to
corporate success are declining. The
problem of superannuation must be met
if the vitality of any large organization
is to be preserved.

Certain characteristics of retirement
plans for executives are clearly emerg-
ing. Many of the plans are dividing all
employees into two groups, executives
and others, and are making special
arrangements for executives. These ar-
rangements not only make possible
larger contributions by officers and the
company, but also arbitrarily limit total
payments to officers. The majority of
the new plans for executives are con-
tributory ones. With certain exceptions
recent pension plans for executives are
being established on an approved actua-
rial basis. A few, however, ignore the
whole question of reserves and fix
payments by contract with officers.
The widespread use of such practices
might well lead to many corporate
difficulties.

An important question which fre-
quently arises is: Are executives receiv-
ing proper pensions under present plans?
The majority of recent plans limit maxi-
mum pension payments, and there is
even some danger that such payment
may be established at an inadequate
level. A pension plan, to be effective
from an executive compensation point

of view, must not be picayune, but must
• pay amounts after retirement that will

recognize the previous standard of living.
The justification of executive pensions
based upon the maintenance of a young,
virile executive staff implies pensions
which officers themselves would feel were
substantial. Otherwise much resistance
to their functioning would develop in
any official group, and automatic retire-
ment might not occur.

Great care also should be exercised
not to expect such retirement plans to be
a panacea for all executive payment
ills. When bonus payments were first
widely discussed they were so considered.
Pension payments to executives are
merely another step in the direction of
sound executive compensation. They
furnish some security, help an executive
take a professional rather than a specula-
tive attitude toward his position, and
assist in solving the numerous difficult
problems of retiring superannuated
officers.

Finally, if a pension plan, for exam-
ple, supersedes a bonus plan, it must not
be overlooked that the pension plan is
an inflexible tool to an administrator
and as such fails to furnish annual re-
views of executive progress such as bonus
payments often do. Therefore certain
constructive steps must be taken by man-
agement to prevent a lackadaisical at-
titude developing among this importjmt
group. In other words, there must be
constant study and observation in this
area to insure proper motivation and
corporate understanding among execu-
tives. The adoption of a pension plan
would in no way remove the necessity
of constant attention to executive per-
sonnel problems.






