
I



MODERN
PENSION
PLANSU

MANUFACTURERS HANOVER TRUST COMPANY

MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION

© 1965, Manufacturers Hanover Trust Company



Page
PREFACE ......................... 1

Modern Pension Plans ..... ............... 1

THE DEVELOPMENT OF MODERN PRIVATE RETIREMENT PLANS......
A Look Back ..........................................
The Purpose & Nature of Pension Plans......................
Modern Concepts ......................................

SIGNIFICANT TRENDS IN MODERN PENSION PLANS..............
Improved Basic Benefits .................................
Variable Pensions ......................................
Liberalized Provisions for Early Retirement..................
Earlier, More Rapid Vesting .............................
Improved Provisions Regarding Disability ...................
Widows Pensions and Benefits...........................
Improving Investment Performance. ........................

Application of Asset Appreciation. ..........................

Adjusting to New Levels of Social Security Benefits.............
Desirability of Employee Contributions. ......................

Broader Coverage of All Employees .......................
Wider Choice in Form of Payment.........................
Post Retirement Medical Benefits.........................
Special Problems ......................................

DESIGNING A PENSION PLAN AND TRUST AGREEMENT ...........
Basic Definitions ......................................
Eligibility ............................................
Retirement Dates ......................................
Amount of Retirement Benefits..........................
Payment of Benefits ...................................
Disability Benefits ......................................
Vesting Provisions. .....................................

Employee Contributions. .................................

Death Benefits ......................................
Administrative & Miscellaneous Provisions..................
The Trust Agreement ....................................
Qualifying the Plan .....................................

A MODERN CORPORATE TRUSTEE ...........................
Employee Benefit Plans a Speciality ........................
Broad Range of Investment Facilities......................
Administration and Operational Services .....................

3
3
4
4

5
5
6
7
8
9
9

11
12
13
13
14
15
15
16

17
17
18
18
20
21
21
21
22
22
23
23
24

25
25
26
27

AN INVITATION TO YOU . ..................................... 29

TABLE OF
CONTENTS



Modern Pension Plans
A basic premise of American life is that

the future will be brighter than the past.
Therefore, it is not surprising that Ameri-
can business and labor continue to display
concern for the aged and to show initiative
in seeking better ways to meet the problems
of retirement-human and economic prob-
lems that are part of the future of each
and every one.

As the economy has expanded, needs
shifted, and our population grown, signifi-
cant trends have appeared.

New social, economic, demographic and
competitive factors have influenced the
viewpoints of government, management
and labor toward the benefits which should
be provided by private pension plans.

Furthermore, many pension funds have
grown much more quickly than originally
anticipated. There are instances in which
the assets of older pension funds exceed the
net worth of companies that established
them. Such potential clearly merits a close
and continuing attention by senior manage-
ment.

In this book, therefore, we:

. Review, very briefly, the development
of modern private retirement plans,
and discuss significant recent trends;

* Consider, in some detail, specific fea-
tures of modern pension plans that are
being given closer attention as new
plans are established and older ones
modernized; and

* Present in brief form, the essential ele-
ments of successful pension plans.

We hope you will find this helpful in de-
termining whether your pension plan is up
to date and still effective in every way. This
book will be useful also to those who are
now considering a new pension plan.

Officers of our Employee Benefit Plans
Department talk every day with manage-
ment and labor leaders concerned about
such matters, and work with their actu-
aries, accountants, and attorneys in finding
practical ways to meet their needs. If we
could help you reach a sounder decision on
your plan, old or new, we would be de-
lighted to do so.

PREFACE
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THE DEVELOPMENT
OF MODERN PRIVATE
RETIREMENT PLANS

A Look Back
Historically, retirement in America was

largely a personal problem. Men and women
worked as long as they were able, and then,
if personal savings were insufficient, were
taken care of by family, church, or friends.
Industry, as a rule, was not generally con-
cerned; labor was not strong; the need for
personal retirement security was not crit-
ical.

In 1930, there were relatively few formal
"funded" pension, profit-sharing, or stock
bonus plans in existence in the United
States, mostly established by the largest
and most successful companies. But in re-

sponse to the economic and social pressures
of the Great Depression and, perhaps most
significantly, the inception of Social Secur-
ity in 1937, private retirement plans be-
gan to grow quite rapidly. By 1940, such
plans covered about 4 million employees.
Another 2 million workers gained coverage
during the war years, and by 1950 the total
was close to 10 million. By the end of 1964,
a total of some 25 million employees, about
half of those in private non-agricultural
industry, were covered.

Also by the end of 1964, accumulated
reserves for all private plans were over $75

billion-and yearly benefit payments close
to $23/4 billion.

It is estimated that by 1980, 42 million
employees, three out of five in private non-
farm occupations, will be covered, while
reserves will grow to $225 billion.

Most of this has come about as a result
of business and labor initiative, with the
encouragement of favorable tax laws and
labor relations statutes, and the excellent
investment performance by pension funds.
Since the greatest portion of funds has
been entrusted to trust institutions, their
influence on investment growth has been
of major significance.
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These same factors continue as the im-
petus for current and future growth. The
following comment from the report by the
President's Committee on Corporate Pen-
sion Funds and Other Private Retirement
and Welfare Programs emphasizes the im-
portance of tax incentives:

"The prevailing tax provisions for
private pensions make it possible to
provide private pensions at a sub-
stantially lower cost than that
which would result if no special tax
provisions were available for pen-
sions. Regardless of how the worker
and the employer may share the
benefits-in the form of higher pen-
sions or reduced costs-which the
special tax provisions for pensions
make possible, it is evident that the
advantages for both employers and
workers are very significant."

The purpose and nature of pension plans
Usually, the term "retirement plan" in-

cludes not only pension but also profit-shar-
ing plans, funded and pay-as-you-go plans,
corporate and multi-employer and union
administered plans; it also includes those
of non-profit organizations and railroad

4 plans supplementing the Federal Railroad

Retirement Program.

In this book, we concentrate our atten-
tion on funded corporate pension plans, es-
tablished with the primary object of pro-
viding retirement security, and promising
employees that they will receive benefits of
a definitely determinable amount.

The annual contributions toward the ad-
vance funding of pensions are based on
actuarially determined liabilities and fund-
ing schedules. Such contributions tend to be
more or less stable, either in dollars or as
a percentage of payroll. Many variables, of
course, affect accurate determinations of
cost, and these must be carefully consid-
ered with the actuary. Once the plan is con-
structed and effected, the company has
assumed an obligation that continues until
the plan is revised or amended.

Modern concepts
As time goes by, retirement plans do be-

come outmoded and inevitably need amend-
ment or revision. The characteristics of
up-to-date plans may be so different that
revision of an existing plan can be virtually
mandatory. Moreover, for competitive rea-
sons, modernization would certainly be
desirable.

The more significant trends have been
toward -

*Larger, more adequate basic benefits;
* Consideration of variable pensions;
* Liberalized provisions for early retire-
ment;

* Earlier, more rapid vesting;
*Improved provisions regarding disa-
bility;

*Inclusion of widows benefits and pen-
sions;

* Improving investment performance;
* Use of asset appreciation to offset costs.

Other developments, secondary but nev-
ertheless important, involve -

* Adjusting to new levels of Social Secur-
ity;

* Desirability of employee contributions;
* Broader coverage of employees;
*Permitting wider choice in form of
payment;

* Funding for post-rietirement medical
benefits;

* Special problems.

We shall now consider these trends and
developments in more detail.



Unquestionably, management policies
differ markedly from company to company
and from industry to industry, and the in-
fluence of organized labor may be stronger
in some situations than in others. These
factors will affect the relative importance
to each company of the individual trends
which are now discussed; it should be
stressed that the sequence followed is not in-
tended to indicate the order of significance
for these trends.

Improved Basic Benefits
As living costs and standards have risen,

so has the concept of satisfactory retire-
ment income to provide retirement secur-
ity. It seems generally accepted now that
an income, including primary Social Se-
curity, of 50%o of pre-retirement earnings
is desirable -possibly ranging from 60%o
for the lower-paid employees to 40%9o for
those who earn more.

where wage or salary scales have risen sub-
stantially during the latter years of their
careers. They especially tend to penalize
the individual who rises to supervisory or

executive status late in life. And compensa-

tion increases just before retirement be-
cause of inflationary pressures have little
effect on a "career-average" retirement
benefit.

Many companies have, therefore, shifted
in recent years to a "final pay formula" that
meets these objections by basing benefits on
final pay or average earnings over the last
five, ten, or other specified years before re-

tirement.

A good many pension plans use "career-
average" benefit formulas based on aggre-
gate earnings of the employee during his
years of participation in the plan.

Unfortunately, such formulas have often
resulted in inadequate benefits to long-time
employees in the company or industry

SIGNIFICANT TRENDS
IN MODERN

PENSION PLANS
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However, since future salary levels are
uncertain, it is more difficult to compute
accurately the future cost of a "final-earn-
ings" plan. In the alternative, therefore,
some companies prefer to review and im-
prove the benefits under their "career-aver-
age" formulas at regular intervals of not
more than five years. This enables them to
bring benefits in line with current salary
levels frequently enough to avoid serious
injustice to any retiring employees.

Besides the career and final pay plans,
there are those pension plans which provide
benefits of a fixed dollar amount; others re-
late benefits to Social Security in such a way
that as Federal benefits increase, amounts
payable from the company plan decrease.
In the case of union-negotiated plans, a
worker's pension is usually based on a flat
dollar amount for each year of service.
With the passage of time, each of these for-
mulas tends to become outdated-either be-
cause of general inflation or rising stand-
ards as to adequacy of pensions. In past
years, this has been cause for frequent
changes to update pension amounts or re-
vise benefit formulas.

Many pension plans impose a maximum
amount that may be paid as a retirement

6 benefit. In recent years, for the same rea-

sons, such arbitrary ceilings were increased
from time to time or even eliminated.

Because of these frequent changes and
constant efforts to eliminate deficiencies,
some plans have become quite complex. It
is evident that no single formula can antici-
pate all problems, but the trend toward
plans that are at least partially "self-ad-
justing" seems definite.

Variable pensions
The inflationary spiral of the last 15 to

20 years has had a profound impact on pen-
sioners, who usually could look only to peri-
odic Social Security benefit increases for
any offset against higher living costs. His-
torically, for understandable but not always
adequate reasons, voluntary adjustments in
pensioners' current benefits by corporate
plans have been rare. The impact has also
been apparent on older employees who
voice concern over the future adequacy of
their expected pensions. Pension plans
which use a formula relating benefits to
salaries of later years have provided pro-
tection for changes in purchasing power
during an employee's working life; but at
best, this is only a partial solution, since the
problem still remains for retirement years.

Management, of course, has been con-
cerned with these results and been more
inclined toward consideration of some form
of a variable pension arrangement. Recent-
ly, the AFL-CIO has set, as one of its
goals, that "pensions for retired workers
should provide a cost-of-living adjust-
ment." The strongest advocate of such ad-
justments has been the United Automobile
Workers International Union, which usu-
ally raises the issue in its bargaining ses-
sions, and in fact has negotiated a number
of plans which use the Bureau of Labor
Statistics Consumer Price Index as a base.

There are two basic types of variable
pension arrangements - one is usually
known as the "cost-of-living plan," and the
other as an "equity annuity plan."

The "cost-of-living" plan gears the
amount of benefit payable during retire-
ment to a recognized index-e.g., the afore-
mentioned Consumer Price Index. The
amount at retirement would be the normal
accrued benefit; or it could be the aggregate
of annual credits during an employee's
membership in the plan, each annual credit
adjusted up or down according to changes
in the cost-of-living index. After retire-
ment, the pension payment would be ad-
justed at least once per year for any signifi-



cant changes in the index. The employer
bears the risk of increases in benefits; actu-
arially, this becomes only another factor in
the determination of costs under the plan.

The "equity" pension arrangement is
usually modelled on the plan of the "College
Retirement Equities Fund" (CREF), affil-
iated with the Teachers Insurance and
Annuity Association. A specified portion of
the total pension will fluctuate in relation
to the market value of underlying invest-
ments, primarily common stocks, and will
reflect the excess or deficiency of invest-
ment income to the assumed rate. The bal-
ance of the pension will be fixed as under a
conventional pension plan. Under the
"equity" arrangement, the employer's costs
are not directly affected; the expectation is
that variations in the combined pension
payment will approximately reflect changes
in cost of living.

The variable annuity has now been with
us for over 10 years and although it origi-
nally created much interest and was widely
discussed, it was not much used; however,
it has recently been gaining in popularity.

Liberalized provisions for early retirement
The trend toward more liberal provi-

sions for early retirement - i.e., before 65
-is one of the more marked of recent
years. Many observers believethatthe auto-
motive industry settlement of 1964, with
its supplemental allowance to encourage

early retirement, is significant for the
future.

Labor sees early retirement as one way

of sharing work and partially solving the
problems of job scarcity and automation.
Management, concerned about the same

problems, feels freer to cut back unprofit-

able operations and eliminate a substantial
number of jobs if it can do so without de-
priving long-time employees of their fair-
and perhaps much needed-benefits under a
company pension plan.

Early retirement has always appealed to
certain employees, who genuinely look for-
ward to pursuing other interests. And
management has also found it useful to be
able to retire early the superannuated
workers whose inefficiency is costly and
whose very presence can be so discouraging
to able younger employees ambitious to
move ahead.
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Eligibility for early retirement still de-
pends, of course, on certain age require-
ments, such as age 55, or age and service
combinations, like age 55 and 15 years.

Company consent is often required, and
benefits will usually be actuarially reduced.
However, more and more plans are making
the matter one entirely of employee option,
and are increasing the benefits.

Some of the ways in which plans make
early retirement more attractive are:

* Offering the same benefits at early re-
tirement as at normal retirement, usu-

ally after age 60 or thirty to thirty-five
years of service.

* Reducing the differential between the
benefits payable at normal retirement
and those available earlier.

* Making early retirement benefits at
their actuarially reduced amount, but
supplementing this until age 62 or 65
when Social Security begins.

* Combining basically improved early
retirement benefits with a cash sever-

ance pay plan.

8 Such "improvements" as these do not

come without a price - e.g., the cost of au-

tomotive pension plans was doubled in one

round of negotiations, due in large part to
improved early retirement provisions. Fur-
thermore, actual costs are difficult to esti-
mate accurately; predictions are unsure

when it comes to judging how many em-
ployees will want to retire early, or what
improvements in production or automation
will provide savings to offset added costs.
There is always the danger of making early
retirement so attractive that you would lose
some important employees prematurely.

Many imponderables affect company pol-
icy on early retirement. Labor pressure,
employee preferences, the effects of auto-
mation, and actuarial predictions must all
be weighed thoughtfully before manage-
ment can judge the wisest course for itself.

Earlier, more rapid vesting
Closely related to early retirement is the

vesting feature-i.e., the provisions specify-
ing when an employee becomes eligible for
all or part of his retirement benefits
whether or not he remains with the com-

pany. Vesting provisions vary widely, but
generally include certain service and age
requirements. Early vesting, of course,

tends to free employees to retire early or

shift jobs, and does protect them if they
are laid off or discharged (whatever the
reason).

It is important to note what the Presi-
dent's Committee concluded on vesting:

"The Committee is convinced that a
vesting requirement is necessary if
private pension plans are to serve
the broad social purpose justifying
their favored status. The Commit-
tee, therefore, recommends amend-
ment of the Internal Revenue Code
to require that a private pension
plan, in order to qualify for favored
tax treatment, must provide some
reasonable measure of vesting for
the protection of employees."

From the employer's point of view, the
major drawback of accelerated vesting is
added cost. Benefits that might otherwise
never have to be paid must be paid, and
there is the possibility that some employees
will leave earlier to the disadvantage of the
company. On the other hand, as with early
retirement, management feels freer to es-
tablish manpower policy, shut down certain
operations, automate, or discharge ineffi-
cient individual employees if vesting is
there to ease the blow to those dropped.



There appears to be a trend to liberalize
vesting rights, and many companies have
already done so. Others are planning to take
similar steps to meet competitive pressures
and the expressed objectives of organized
labor.

Improved provisions regarding disability
Disability presents a particularly difficult

problem, both for a company and its af-
fected employees. Disability is no respecter
of age or of the pocketbook. It can begin
early, last long, and be extremely costly.
Disability statistics indicate that out of ev-
ery two hundred men age 35 today, seventy
are likely to be disabled for more than three
months (for an average period of over five
years) before they reach age 65. More-
over, disability for seven of these will be
permanent.

Provisions for disability benefits differ
widely from industry to industry, depending
largely on the natural hazards of various
occupations. Solutions for salaried employ-
ees are usually not suitable for hourly-paid
workers; moreover, the collective bargain-
ing process has produced wide differences in
such benefits. In any event, management
today generally recognizes the importance
of some form of disability protection and is

applying various methods to provide it.

Short-term disability is frequently han-
dled by a formal salary-continuation plan,
financed by the employer directly out of
company funds on a pay-as-you-go basis.
Long-term disability benefits for younger
employees or those with short service are
being increasingly provided through insur-
ance, often related to group life or major
medical coverage.

In pension plans, disability benefits are
usually provided for employees who become
totally and permanently disabled after 10
or 15 years of service. There is also fre-
quently an age requirement. The disabled
employee may be entitled either to the pen-
sion benefits he has accrued up to the time
of his disability (often without actuarial re-
duction) or to some selected flat amount,
such as $100 a month. To prevent duplica-
tion of benefits, in some cases disability pen-
sions are offset by Social Security or Work-
men's Compensation payments.

While there is no clear-cut single pattern
developing, the trend nonetheless is to pro-
vide broader disability benefits, possibly
through some combination of salary-con-
tinuation plans, long-term disability insur-
ance and pension plans.

Widows pensions and benefits
So long as women continue to outlive

men, the welfare of a widow will be a nat-
ural concern-to the employee, the employer,
the government.

In these days, it is not unusual corporate
practice to provide group life insurance
coverage for twice to three times an em-
ployee's annual salary, with the company
paying most of the costs; often this insur-
ance is continued after retirement for sub-
stantial, although reduced, amounts. Until
recently, however, few corporate pension
plans included any income benefits for
widows other than those available through
election of an optional mode of benefit pay-
ment such as the "contingent annuitant"
option.

On the other hand, Social Security has
included benefits for widows, which have
been periodically increased; also, federal,
state and municipal pension plans often
provide for widows of employees.

Several factors have induced corporate
management to give a closer look to this
aspect of employee benefits.

1. An employee's search for security ex- 9



tends beyond retirement income for him-
self. He fears that, in case of his death,
his widow may be physically unfit to
hold, or be unable to find, employment to
supplement an inadequate income. Sta-
tistically, remarriage would solve the
problem in limited instances only.

2. Should an employee die in active employ-
ment, group life insurance of twice or
even three times annual salary would
provide little income. After deducting
funeral expenses and costs of settling the
estate, this might leave a widow, aged
55 to 60, with an income less than 15%
of the employee's salary.

3. Should a married employee die after re-
tirement, his widow would receive an
income from the pension plan only if an
option, such as the contingent annuitant,
were in effect. But, many employees are
deterred from electing this option be-
cause of the penalty to the employee's
retirement income. An option to provide
100% continuation to the widow would
result in approximately a 30% reduc-
tion in his income; a continuation of
50% to the widow would penalize him
about 15%.

10 4. Despite actuarial explanations to the

contrary, employees tend to look upon
pension reserves as monies accumulated
on their individual behalf. They consider
total forfeiture of the reserve in case of
death before retirement to be unjust. So,
an employee might take early retirement
and elect a contingent annuitant option
to protect his widow against a total loss
of his equity in the plan.

Practically, the problem is much the
same whether an employee dies before re-
tirement and his widow receives nothing,
or he dies after retirement and the pension
stops.

The term "widows pension" is used here
to distinguish payments to widows which
begin after an employee's retirement from
"widows benefits" which commence because
of an employee's death before retirement.

There are numerous ways in which wid-
ows benefits and widows pensions can be
implemented; the form, which they may
take, is varied. But, before a company
adopts any arrangement, its entire em-
ployee benefit program should be evaluated
in conjunction with the pension plan-espe-
cially the group life insurance and profit-
sharing plans. Duplication, pyramiding,
and deficiencies in aggregate benefits for

any age group must be avoided. Since
widows' features are added to a program
on the basis of a need applying only to mar-
ried male employees, rather than as a right
of all employees, there will be the problem
of avoiding a sense of discrimination
among female and unmarried employees.

Manufacturers Hanover Trust added
widows pensions and widows benefits to its
retirement program recently. Their fea-
tures are set forth here, not as a recommen-
dation, but purely as an illustration of one
company's approach to solving a deficiency
and correcting a distortion in its employee
benefit program.



Since widows pensions replaced substan-
tial post retirement insurance, additional
costs to the Bank were considered reason-
able. Also, by deferring commencement of
widows benefits while using life insurance
proceeds to provide an income during the
first 10 years, a pyramiding of death bene-
fits for the 55 to 64 age group was avoided.
An important advantage to the Bank was
the right to prefund the non-insured bene-
fits as part of the pension plan with appro-
priate deductions for tax purposes - a
privilege not available for post retirement
group life insurance.

While the above is but one example of
how protection to widows can be provided
under a pension plan, arrangements are
possible in many other forms. Although the
widows pension has not been as widely
applied as the widows benefit, there is evi-
dence of much greater interest now in this
newer development.

Improving investment performance
The inevitable effect of expanded bene-

fits and broader coverage-both acknowl-
edged trends-is an increase in pension
costs. Actuaries, as well as other analysts,
have continually stressed investment earn-
ings as the prime element in reducing the
true costs of retirement benefits. Now, as
their own funds burgeon and as their in-
vestment understanding broadens, manage-
ment is recognizingthe full impact of this
fundamental, that costs will be reduced if
investment performance is improved.

As a natural consequence, corporations
have turned for another look at their pen-
sion funds, so as to assess investment per-
formance and consider possible areas of
improvement. Some of the evident develop-
ments thus far have been:

1. A more detailed scrutiny of pension fund
investment portfolios.

2. Derivation of intricate formulas by actu-
aries, corporations, and corporate trust-
ees to measure investment performance.

3. A comparison of the fund against com-
panion funds or available general sta-
tistics. 11



4. An increased rapport between manage-
ment and the corporate trustee.

5. Elimination of restrictions on types and
classes of investments.

6. An increased interest by management in
broader investment areas, e.g., private
placements, mortgages, sale and lease-
back arrangements and other types often
avoided previously.

7. Appointment of corporate trustees as
successors to groups of individual trus-
tees.

This attention and activity by corpora-
tions with their pension fund investments
has had a stimulating effect on corporate
trustees. Banks have responded by in-
creased activity within portfolios, an inten-
sified effort to find and evaluate new invest-
ments, and a rebalancing of funds among
classes of securities to maximize return.
The net result has been an appreciable and
satisfactory improvement in income and
growth of such funds.

We can assume that management's inter-
est in the investments for their pension
funds will not decrease. It can be expected

12 that insurance companies will strive to

attain the success of corporate trustees
with pension funds. Competition among
banks in investment performance will con-
tinue. All of which can only redound to the
benefit of trusteed pension plans through
better investment results.

Application of asset appreciation
The "1964 Survey of Pension Plans"

prepared by the Securities and Exchange
Commission reported that the aggregate
$63.4 billion market value of private non-
insured funds included $12 billion of un-
realized profits in common stocks-an ap-
preciation of 57.79 over the book value of
common stocks and of 18.9%o over that of
total investments.

The prevalent method of valuing pen-
sion trust funds for tax purposes and actu-
arial computation of liabilities employs
book values as its base-for common stocks,
this would be cost. Thus, substantial mar-
ket appreciation has tended to distort the
true financial status of many pension plans,
especially those which have invested in
common stocks for a longer time. Many
companies have eyed these appreciated
amounts with concern; should they be uti-
lized to reduce costs? might they be used to
increase benefits and improve the plan?

could there be criticism by the Internal
Revenue Service? Although these unreal-
ized assets can be an effective hedge against
possible market fluctuations and a contin-
gency reserve for adverse experience by the
pension plan, realization of such assets
could only be effected by sale and reinvest-
ment of the appropriate securities.

However, since 1957 the Treasury De-
partment has permitted recognition of such
unrealized asset appreciation without
"physical disposal" by adoption of an ac-
ceptable alternate valuation method. Any
such new method would require approval
by the Internal Revenue Service and must
not lead to possible underfunding; once
adopted, it should be followed consistently
and cannot be replaced by book valuation
later.

As a result of this ruling, numerous
methods have been devised and, upon ap-
proval by the Internal Revenue Service,
adopted. One method used by a number of
corporate plans recognizes appreciation in
the market value of common stocks by
"writing off" each year a specified percen-
tage, such as 15%, of the difference between
cost and market value of common stocks, on
an individual basis; each year, the market
value of the common stocks is determined



and after taking into account any adjust-
ments in previous years, the specified per-
centage of the uncapitalized value, if any, is
applied to reduce contribution require-
ments. Another approved approach is to
substitute an average market value of the
common stock portfolio during the preced-
ing five years in place of cost for valuation
purposes. Of course, each of these methods
is more complicated than this over-simpli-
fied explanation.

Whether recognition of unrealized ap-
preciation is desirable for any particular
plan depends on such factors as the actu-
arially assumed rate of interest, the type
of benefit formula, the proportion of funds
invested in equities, and the general earn-
ings record of the company. Before any
corporation decides to adopt the alternate
valuation method, all the implications and
possible effects should be thoroughly an-
alyzed with the actuary and the corporate
trustee.

Other Important Developments
The major trends previously discussed

would appear to be of significance to almost
all companies. Other trends may affect
plans to a greater or lesser degree, depend-
ing on the industry or the individual cir-
cumstances of the company.

Adjusting to new levels of
Social Security benefits

Originally, many pension plans were es-

tablished to supplement modest Social Se-
curity benefits. Sometimes benefits paid
from the plan were a specified amount less
all or part of Social Security-the so-called
"offset" plan. Or a plan's benefit formula
was "integrated" in a way that recognized
Social Security payments but avoided pay-
ing a larger aggregate percentage of com-

pensation to higher-paid than to lower-paid
employees.

Although Social Security was, in one
sense, a base for such plans, most compa-
nies for some years tended to disregard the
relatively minor changes and adjustments
which took place in Social Security. Now,
however, that benefits and contributions
have grown quite significantly, companies
find it essential to review pension programs
whenever increases in Social Security wage
bases or benefits come into effect.

Desirability of employee contributions
At one time - during the 1940's - most

corporate plans required employees to con-
tribute to the cost of pensions. Social
Security, which supplied the original and
greatest impetus to pension plans, was sup-
ported by taxes on both employer and em-
ployee; and federal, state and municipal
employees were required to contribute to
public pension plans. Several other reasons
made it quite natural to extend the practice
into private pension plans. It made saving
for retirement a joint effort by employer
and employees, and the employee's savings
provided an added feature - the accumu-
lated amount would be refunded on termi-
nation of service before retirement or paid
to his beneficiary in event of his earlier
death. Since such contributions reduced an
employer's pension costs, in many cases this



helped provide greater benefits under the
plan than might otherwise have been pos-
sible.

Since the 1940's, however, there has been
an obvious gravitation away from employee
contributions. Several factors make em-
ployee contributions unattractive. They
have a lesser value in building retirement
benefits since termination of service or
prior death requires a refund; Treasury
regulations do not allow employees to de-
duct their contributions currently for in-
come tax purposes; also, increasing Social
Security taxes are having an impact on
employees' take home pay. Management is
aware that all of this tends to make contri-
butions unpopular with employees, espe-
cially the younger. It is noteworthy that
practically all union-negotiated plans are
being financed by contributions from the
corporation alone.

Broader coverage of all employees

There are still many plans today which
limit participation to certain groups or clas-
sifications of employees. Such plans qualify
for Treasury approval as long as they do
not improperly discriminate in favor of
officers, supervisors, stockholders, or other
highly compensated employees. Thus it is
possible for some plans to include salaried
employees while leaving out hourly work-
ers, or to include only employees earning in

excess of the Social Security wage base. In
certain cases, plans cover only employees
in certain divisions or locations.

There is a trend, encouraged in some
measure by the Internal Revenue Service,
for pension plans to include a broader spec-
trum of employees and to make eligibility
for participation less stringent. Moreover,
indications are that the Treasury is taking
a closer look at plans whose limitations ap-
pear to be discriminatory "in effect."

As a result, in recent years new plans
have seldom required employee contribu-
tions, and many existing plans have been
amended to reduce or entirely eliminate
them. It appears quite likely that, unless
income tax laws are revised to permit cur-
rent deductions to employees for their con-
tributions, the drift in this direction will

14 continue.



Wider choice in form of payment

Many older plans restricted benefit pay-

ments to the single method specified by the
plan or permitted one or two optional
forms, usually only the contingent annui-
tant option (joint and survivor). If options
were available, strict conditions as to their
election were imposed and committee or

employer approval was necessary.

In more recent years, the trend has been
to broaden the optional choices and to liber-
alize the conditions under which they may
be elected, so that today, plans offer a vari-
ety of actuarially equivalent selections.
Typically, these would include the contin-
gent annuitant option in a variety of forms,
an option guaranteeing payments for a min-
imum selected period of years, and a "catch-
all" option which would provide for any

reasonable and actuarially equivalent op-

tion, including payment in a lump sum, pro-

vided the selected option does not violate
the Internal Revenue Code.

Sometimes these options are permitted to
take effect on the death of the employee
prior to retirement so long as the death
occurs after age 55 or 60; it would be as-

sumed that the employee retired on the day
preceding his death. To obtain this early

application of an option, the employee's ben-
efit at normal retirement date would be
actuarially reduced; in essence, by the
reduction of his benefit, he would be pur-
chasing a widow's or spouse's benefit, or in-
suring some equity in the pension accumu-
lations during the years preceding normal
retirement.

It is now quite common in cases of early
retirement to permit election of a Social
Security adjustment option. Here, benefit
payments in the early years prior to com-
mencement of Social Security benefits at
age 62 or 65 would be increased to approxi-
mate the aggregate received from both,
once Social Security payments commence.

Post retirement medical benefits

Prior to the advent of Medicare, there
was an obvious trend towards prefunding
medical coverage for retired employees. In
1962 the Internal Revenue Code was
amended to permit corporations to deduct
as current expenses certain contributions
to the pension plan earmarked for medical
expenses of retired employees and their
dependents.

With the passage of Medicare in 1965,
and its extensive basic hospital coverage,

important revisions in current hospitaliza-
tion plans, even their discontinuance, may
be needed. For those companies consider-
ing post retirement medical insurance, the
problems of providing this coverage might
now be resolved.

However, there will still be need of pro-
tection against expenses of private nursing
care and prescriptions. Also, corporations
may decide to finance the voluntary supple-
mental portion of Medicare which covers
physician and surgeon fees and additional
medical expenses not included in the basic
plan.



Special problems

Certain changes in the structure of our

economy have affected the direction and or-

ganization of corporate business. In turn,
this has created problems for companies
in the design and maintenance of pension
plans-principally in two areas.

1. Pensions for Employees In Foreign Operations.

Complex problems arise in including or
establishing pensions for U.S. citizens
abroad who are on the home payroll, local
nationals, U.S. citizens on the foreign
payroll, and possibly third-country na-

tionals. Knowledge of U.S. tax laws and
regulations, as well as pension practices
in the foreign country, are necessary. In
some countries, pensions are considered
a basic part of compensation and may

even be compulsory; government spon-

sored plans, comparable to the U.S. Social
Security program, will differ; applicable
tax laws and acceptable funding proced-
ures vary from country to country. Usu-
ally tax treaties between the U.S. and
foreign countries or among foreign coun-

tries will have a direct bearing on the
plan and its operation.
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volved with foreign operations find it
necessary or consider it desirable to make
comparable pension arrangements for
the employees so involved.

2. Mergers, Acquisitions, Spin-offs.

These and other corporate reorganiza-
tions are increasingly common in the
business world today. Parties to a merger

or acquisition often find widely differing
retirement programs are involved. While
continuation of the separate programs,
without change,. may sometimes be feas-
ible, more commonly a single plan incor-
porating the better features of each will
evolve.

Frequently substantial differences exist
in the degree of advance funding of pen-
sion obligations. Companies involved in
these corporate changes have found it
imperative to appraise the value and
costs of pension programs before such
transactions are consummated. Hidden
liabilities can be of such magnitude as to
alter the financial terms of the transac-
tion significantly.

Although it is impossible to spell out in
the formal drafts of the pension plan and
trust agreement all the details of pro-
cedure, corporations find it important to
include general provisions so that trans-
fer of assets and assumption of pension
liabilities by the acquiring company may
be accomplished smoothly and without
adverse tax consequences. Quite often
amendments to the plan or trust agree-
ment are necessary at the time of the
transaction, but, at least, repeated
changes can be avoided.



DESIGNING A
PENSION PLAN AND
TRUST AGREEMENT

The decision to establish or modernize a

pension plan is always a management deter-
mination, approved by the company's or

corporation's board of directors and also, in
some instances, by the stockholders. Al-
though certain trends and developments
haveemerged, judgement as to what is prac-
tical, possible, or best for your company and
your employees remains of central impor-
tance. You may be influenced and guided by
others, but the final decisions are yours.

Accordingly, we believe it will be helpful
to review in this section the basic decisions
to be made. Creation or amendment of a

pension plan does not, to be sure, involve
only the company itself. Expert assistance
is necessary from consulting actuary and
company legal counsel, and is also available
from our Employee Benefit Plans Depart-
ment here at Manufacturers Hanover
Trust. The knowledge we have gained by
experience with numerous and different
plans should be very helpful in reaching
solutions that will best meet your objec-
tives.

Because decisions as to plan design have
important consequences, it is essential to
employ the services of legal counsel and con-
sulting actuary at an early stage. Counsel
will be familiar with the Treasury and

other legal requirements that must be met
if the many tax advantages of "qualified"
plans are to accrue to the company, to the
participants and their beneficiaries. The
actuary, working closely with the company,
can suggest alternatives supported by cost
estimates. Together, counsel and actuary
will best assure the employer that the plan
will qualify for tax purposes and achieve
company goals. Company counsel, of course,
has final responsibility for drafting the plan
and associated documents and for their
submission to the Internal Revenue Serv-
ice for formal qualification.

Basic definitions
Every plan must include certain basic

definitions which give meaning to all that
follows. Among the most important are:

1. Employee-participants.

The plan must describe the employees to
be covered, i.e.-salaried or hourly paid,
only those who are permanent or full
time, those employed in specified divi-
sions or locations, and so on.

There is considerable flexibility allowed
as long as discrimination in favor of
officers, stockholders, supervisors, or the



highly compensated does not result.

2. Credited service.

Credited service is usually defined as con-
tinuous service with the employer. Such
absences as military service or other au-
thorized leaves of absence without pay
are usually not held to break continuity
of service. On the other hand, it is
customary to exclude such periods of
authorized absence when computing an
employee's pension. Employers have con-
siderable latitude with respect to defin-
ing credited service, and provisions vary
widely from company to company.

3. Compensation.

The plan definition of compensation is
vital if it directly affects the amount of
the pension to be ultimately paid. Gener-
ally, compensation is defined as base com-
pensation only. One typical plan defines
the term as "the regular, fixed compensa-
tion received by the employee from the
company, but excluding any overtime
pay, bonus, commission, retainer fee or
contribution by the company to any ben-
efit or insurance plan, including this
plan." Occasionally, however, special

18 compensation may be included, for ex-

ample, commissions under a plan cover-
ing salesmen, or overtime pay.

Once the plan has defined who is to be
covered, the service to be credited, and the
compensation base on which benefits are to
be determined, subsequent provisions go on
to clarify essential ingredients.

Eligibility
"Each employee on the plan's effect-
ive date, and any person who be-
comes an employee thereafter, shall
become a member of the plan on the
first day of the month following the
month in which he has both-

(a) completed one year of con-

tinuous service, and
(b) attained age 25 but not age
60."

Eligibility provisions do, in practice, con-
tain many different combinations of service
and age requirements. However, in most in-
stances the Internal Revenue Service will
insist that the period of service not exceed
5 years and the age not be over 30. Although
a maximum age is not necessary initially, it
may be desirable with respect to future
participants.

Under plans negotiated with collective
bargaining units or covering hourly paid
employees, eligibility is frequently defined
in terms of a minimum period of service,
such as 10 years by the time of retirement.

Retirement dates
"Normal Retirement Date. The nor-
mal retirement date of a member
shall be the first day of the month
coinciding with or next following
his 65th birthday, or the first of the
month following the effective date,
whichever occurs later."

Age 65 remains by far the most common
for normal retirement, although other ages,
both before and after 65, are sometimes
used. In certain plans, normal retirement
may occur at any time between ages 65 and
68. An additional minimum service require-



ment is sometimes specified, and special
provisions may be included to cover eligible
employees who are within 5 or 10 years of
age 65 at the time the plan is established.

"Early Retirement Date. A member
who has both attained age 55 and
accumulated 10 years of credited
service may, with consent of the
retirement committee, retire on the
first day of any month thereafter."

Most plans permit early retirement no
sooner than ten years before normal retire-
ment. Other possibilities include age 60 and
a period of required service, such as 15 or
20 years. Some plans eliminate the service
requirement and the necessity to obtain
the retirement committee's consent. If com-
mittee consent is required, care must be
taken to comply with Treasury require-
ments that benefits granted do not exceed
the value of vested benefits, which are cov-
ered later in this section.

In most plans, the amount of pension
paid on early retirement remains the actu-
arial equivalent of the normal amount.
However, as we noted earlier, the modern
trend is to liberalize reduction factors and
the conditions under which benefits are
payable.

"Deferred Retirement Date. Upon
the written consent of the company,
a member may remain in the active
employ of the company after his
normal retirement date on a year-
to-year basis, 6ut in no event shall
his retirement be deferred beyond
age 70."

Most larger companies have compulsory
retirement at the normal retirement date.
If deferred retirement is to be allowed, the
provision must be carefully phrased, as this
is a matter which often creates dissatisfac-
tion among those who are compelled to re-

tire normally. A maximum cut-off date is
advisable, but not required.

In some plans, employees start to receive
their pensions at normal retirement date,
whether or not they actually retire. More
frequently, the amount of pension is frozen
at normal retirement, but payments do not
begin until actual retirement. Other possi-
bilities are: (a) to freeze the pension
amount but increase payments actuarially
to reflect the later retirement age; or (b)
give additional credit, within certain lim-
its, for salary and service beyond normal
retirement in figuring the amount of pen-
sion. Since alternatives have cost implica-
tions, the deferred retirement provision
should be thoroughly considered by the em-
ployer with the advice of his actuary.



Amount of retirement benefits

Innumerable variations exist in the
methods used to determine pension
amounts. The decision depends primarily
on the type of plan and the nature of the
employee group covered. The following ex-
cerpts are typical in form, but not neces-

sarily in percentages and amounts, of those
frequently used.

(1) For benefits based on final-average
compensation:

"1½2 % of the average annual salary
received by a member during the
last five years of his credited service
up to $6,600, plus 2%o of such salary
in excess of $6,600, multiplied by
the member's credited service up to
a maximum of 30 years."

(2) For benefits based on career-average

compensation:

"Past Service Benefit - 1 o of a

member's annual salary on the
plan's effective date up to $6,600
plus 1Y%lo of such salary in excess

of $6,600, multiplied by the mem-

ber's credited service prior to the
20 plan's effective date."

"Future Service Benefit-1i12 % of a
member's annual salary up to $6,-
600 plus 2,% of such salary in ex-
cess of $6,600, per year of credited
service subsequent to the plan's ef-
fective date."

(3) For benefits based on fixed amount
per year of service:

"An employee eligible for a normal
retirement benefit shall receive an

individual monthly retirement ben-
efit equal to $4.25 multiplied by his
total years (computed to the nearest
one-twelfth) of credited service."

The salary "breaking point" in the first
two formulas cited above reflects the change
in the Social Security tax base approved by
Congress in 1965. Many alternative per-
centages in the formula are possible; how-
ever, those which are selected must meet
the special "integration" rules issued by the



Internal Revenue Service from time to
time.

Although the inclusion of past service
benefits under a career-average formula is
optional, usually some credit for past serv-
ice is included. If desired, a maximum pe-
riod of past service to be counted may be
imposed.

Other types of formulas include: a uni-
form percentage of all salary multiplied by
years of service, either inclusive or exclu-
sive of part or all of primary Social Secu-
rity; maximum and/or minimum benefits,
expressed in dollars or as a percentage of
salary.

The fixed benefit per year of service
formula above is typical of those worked
out in negotiated plans with unions. Actu-
ally, the formula above quoted was the one
agreed on in the 1964 automobile industry
negotiations. The benefit amount will vary
according to bargaining patterns in differ-
ent industries.

Payment of benefits
Under most plans, the pension is paid

for life, and payments cease when the re-
tired employee dies. If employees contribute

to the plan's cost, however, the employee
or his beneficiary must receive at least the
equivalent of his own total contributions.

The most common alternative form of
payment available to the employee is the
contingent annuitant option (sometimes
called the joint and survivor option). Typi-
cal of such a provision is the following:

"A member may elect to receive a
reduced retirement benefit, payable
monthly during his lifetime, with
payments to continue after his
death, in full or in a specified per-
centage, to a contingent annuitant
designated by the member. The re-
duced retirement benefit shall be the
actuarial equivalent of the benefit
the member would have received at
his normal or early retirement date,
as the case may be."

Such provisions usually contain other
restrictions as to the time by which the elec-
tion must be made, cancellation of the elec-
tion, and rules regarding various survivor-
ship situations which may arise.

As has been pointed out, more and more
options are being made available in pension
plans at both normal and early retirement.

Disability benefits
"A member (i) who has completed
at least 15 years of credited service
and has attained age 45 and has
become totally and permanently
disabled as determined by the retire-
ment committee, and (ii) whose ap-
plication for a disability benefit
under the Federal Social Security
Act has been approved, shall receive
a retirement benefit in an amount
equal to his accrued normal retire-
ment benefit as of the date of such
disability retirement."

Note that the above does not involve the
actuarial reduction usually applied to early
retirement benefits, but this is quite com-
mon to disability provisions. Other dis-
ability formulas provide a specified, fixed
dollar amount per year of service, payable
until normal retirement date, at which time
the normal pension benefit (accrued to date
of disability) applies.

Vesting provisions
The term "vesting" is used in pension

plans to describe the conditions under
which a participant is entitled to his earned
pension credits even if his services are ter-



minated. A typical vesting provision might
read as follows:

"A member whose employment with
the company is terminated for any
reason, other than death or retire-
ment, after he both has attained age
45 and has completed 10 years of
credited service shall be entitled at
his normal retirement date, if then
living, to a retirement benefit equal
to the benefit accrued as of the date
of such termination of employ-
ment."

Under present law vesting is not required
except at retirement or on termination of
the plan. As previously noted, however,
vesting provisions are becoming more and
more prevalent as a result both of bargain-
ing pressures and the needs of management.

In addition to basic age and service re-

quirements, other vesting provisions are
often added. Possibly, "graded" vesting
might be specified: for example, 50% of
accrued pension credits would vest after 15
years of credited service, and vesting would
increase 10% a year to 100% after 20 years.
In addition, payments may begin at an ear-

lier age with actuarial reduction, as in early
22 retirement.

Employee contributions

An important question to be decided in
designing a plan is whether or not employ-
ees are to. contribute to its cost. If decided
affirmatively, the following typical, or sim-
ilar, provisions would appear in the appro-
priate sections of the plan:

"For each year of his membership
in the plan, a member shall contrib-
ute 4%7o of his annual salary. In no

event shall a member make any con-

tributions under the plan after his
normal retirement date."

"A member whose employment with
the company is terminated for any
reason other than death or retire-
ment shall be entitled to withdraw
in a lump sum his accumulated con-

tributions plus credited interest to
the date of withdrawal."

"In the event a member dies before
his normal or earlier retirement
date, his beneficiary designated
hereunder shall receive his accumu-
lated contributions plus credited in-
terest to the date of the member's
death. In the event such member
dies after his normal or earlier re-

tirement date, his beneficiary shall
be entitled to payment in a lump
sum of the excess of his accumulated
contributions plus credited interest
to the date of his retirement over
aggregate monthly benefit payments
received by the member."

The trend has been toward plans which
are financed by the employer alone; under
negotiated plans, member contributions are
rare. Sometimes plans for salaried employ-
ees are contributory, but the employees'
contributions are not usually a major por-
tion of total costs. Often no contribution
or a decreased rate of contribution applies
to that portion of salary subject to Social
Security taxes.

Death benefits

While some pension plans include lump-
sum death benefits in addition to pension
payments, death benefits are more common-
ly provided independently under group life
insurance policies. As noted earlier, such
insurance is often supplemented by optional
forms of pension payment under which pen-
sions are continued for a beneficiary after
an employee's death. If desired, widow's
benefits can be added to the plan as dis-
cussed on pages 9 through 11.



Administrative and miscellaneous
provisions
The administrative provisions of pension

plans set forth the duties of the retirement
committee, which is appointed by the com-

pany's board of directors to administer the
plan. The committee is generally respon-
sible for uniform interpretation of the plan,
determination of employees' rights, and
maintenance of proper records. In these im-

portant responsibilities, it is aided by com-
pany counsel and the consulting actuary.
The actuary, for example, will certify the
amounts of pension to be paid to each em-
ployee when he retires and may actually
maintain the individual employee records
for the committee. The committee also is-
sues instructions to the trustee of the fund,
and is usually responsible for filing reports
required by governmental bodies, such as
those specified in the Welfare and Pension
Plans Disclosure Act.

Other provisions included in one form or
another in pension plans cover such matters
as:

* Limiting the rights of employees to
those specified in the plan;

* Prohibiting the attachment or assign-
ment of benefits;

* Setting forth the general provisions re-
garding the trust fund to which contri-
butions are to be made;

* Amending or terminating the plan; and

* Making of payments to retired employ-
ees who may become physically inca-
pacitated or mentally incompetent.

The Trust Agreement
For tax purposes, a qualified plan must

be a funded plan; furthermore, contribu-
tions under a trusteed plan must be made to
a trust fund. Accordingly, the essential
companion document to the pension plan
itself is the trust agreement between the
company and the trustee. Most trust com-
panies have developed forms of trust agree-
ments that they prefer to use, at least as a
model, but the basic purpose of all of them
is the same. The trust agreement describes
the creation of the trust, and the invest-
ment responsibilities and administrative
duties of the trustee.

The most significant provisions of the
trust agreement cover investment responsi-
bilities and powers, both as to the trustee's
discretion and the types of securities per-
mitted. A variety of provisions may be used
in granting the trustee investment discre-
tion-ranging from full discretion to the
very limited. However, experience indicates
that restricting the trustee in the perform-
ance of its responsibilities tends to restrict
the investment opportunities as well.

A typical investment provision in the
trust agreement could be:

"To invest and reiftvest the fund, 23



without distinction between princi-
pal and income, in shares of stock
(whether common or preferred) or
other evidences of ownership, bonds,
debentures, notes or other evidences
of indebtedness, unsecured or se-
cured by mortgages on real or per-
sonal property wherever situated
(including any part interest in a
bond and mortgage or note and
mortgage whether insured or unin-
sured) and any other property, or
part interest in property,real or per-
sonal, foreign or domestic, whether
or not productive of income or con-
sisting of wasting assets, without
any duty to diversify and without
regard to any restriction placed
upon fiduciaries by any present or
future applicable law, administra-
tive regulation, rule of court or
court decision."

Usually, securities issued by the com-
pany itself are excluded. If permitted, on
the other hand, such investments would
usually be made only at the specific direc-
tion of the corporation, thus relieving the
trustee of any responsibility for such in-
vestments. Among the investment powers,
it is also customary to include the right to

24 make use of commingled funds maintained

by the trustee for investment of qualified
pension trusts.

Other important provisions of the trust
agreement cover the accountings to be ren-
dered by the trustee, resignation or removal
of the trustee and appointment of a suc-
cessor, and amendment of the terms of the
agreement. A provision prohibiting diver-
sion of the assets of the trust for purposes
other than the exclusive benefit of plan par-
ticipants and their beneficiaries is required
by the Internal Revenue Code.

Qualifing The Plan
Once the plan and trust agreement are

in a form acceptable to all the parties, but
before irrevocably committing any funds,
it is desirable to obtain a determination
from the Internal Revenue Service that the
plan and trust agreement meet the require-
ments for qualification under the Internal
Revenue Code. Treasury Regulations and
Procedures specify what papers and statis-
tics will have to be submitted to enable the
Internal Revenue Service to make the deter-
mination. In filing for such approval, coun-
sel for the company will have obtained
whatever supplemental information is nec-
essary from the actuary.

A formal letter stating that the plan and
trust qualify for tax purposes will be issued
in due course by the Internal Revenue Serv-
ice-or the company will be advised of any
changes deemed necessary to secure the
qualification.



A MODERN CORPORATE
TRUSTEE

It is clear, from what has been dis-
cussed so far in this book, that pension
plans have come a long way from the
simple, often modest, monthly check to a
retired employee. Present-day plans, nu-
merous in their variations, contain auxil-
iary benefits, often extend payments to
dependents, protect payees against infla-
tion, and support rising standards of living.
Moreover, present trends indicate that the
future is sure to bring many other improve-
ments-and these may often be complex.

As modern pension plans have evolved,
so have the responsibilities of trustees in-
creased, as well as the expectations as to
their investment performance. It was once
thought sufficient by some for a pension
fund to be invested primarily in U. S. Gov-
ernment and standard corporate bonds with
modest percentages in the best-known com-
mon stocks. The modern corporate trustee
must be alert to every form of investment
in seeking sound, productive investment
opportunities and timing purchases and re-
investments for the best results; it must
also be able to furnish prompt, effective
administration and supply essential infor-
mation on technical and tax problems and
trend developments. Under the circum-
stances, the employer naturally seeks a cor-
porate trustee with technical know-how,

experience, and a history of investment
excellence.

Manufacturers Hanover Trust Company
has these attributes-as well as the organi-
zation and resources to provide the re-
quired services in this important and highly
specialized field. We also strive constantly
to apply our skill and imagination to im-
prove results beyond the normal or expect-
ed. The investment of trust funds has been
a major activity at Manufacturers Hanover
for approximately a century; it has admin-
istered and invested pension trust funds for
more than 25 years. Thus the Bank offers
you the experience of an organization which
works with and serves many of America's
largest and most successful corporations.

Employee benefit plans a speciality
The officers and staff who devote them-

selves exclusively to servicing employee
benefit plans comprise a large segment of
the Personal Trust Division. Although con-
centrating solely on these plans and trusts,
this group utilizes all the available re-
sources of Manufacturers Hanover for the
benefit of pension accounts.

The officers of each section specialize in
their own areas, but also work as an effec- 25



tive team whenever special problems de-
velop.

* Research and Development Section. Offi-
cers of this section are skilled technicians
whose highly specialized knowledge and ex-
perience prove most helpful in the early
stages of the design of a plan or when
critical decisions on existing plans are to
be made. Many have had prior experience
with actuarial firms and as insurance exec-
utives, accountants, lawyers, and adminis-
trators of corporate plans. In addition to
staying abreast of all the latest develop-
ments, these officers participate in the re-
search and origination of new ideas and
methods. Their familiarity with the latest
trends, as well as successful techniques em-
ployed by other plans, enables them to con-
tribute constructively to discussions with
company officers, attorneys, and account-
ants.

* Administration Section. It is the respon-
sibility of this section to see that the-duties
of the trustee are carried out in accordance
with the pension plan and trust agreement.
Each account is under the personal super-
vision of an officer who has beeny thoroughly
trained in all administrative aspects of pen-
sion plans. The broad experience of these

26 officers is effective during the initial phases

of plan design in assuring the plan's ad-
ministrative feasibility in every respect;
moreover, subsequent amendments fre-
quently require their assistance. In addition
to the day-to-day administration of the
trust, these officers must be prepared to
solve any intricate problems which could
not be anticipated in the formulation of the
plan, but so often occur.

* Investment Section. Unquestionably, the
critical measure of success of a pension
fund is investment performance. The In-
vestment Department of the Personal Trust
Division is staffed with professionals who
specialize in the productive investment of
pension funds. Here, too, each account is
under the personal supervision of a senior
officer who knows the account intimately
and is familiar with all relevant factors,
including actuarial assumptions and com-
pany objectives. The initial investment pol-
icy is based upon information obtained in
discussions with company management and
its consultants. Constant review ensures
adjustments to meet changed conditions or
to reflect new information acquired in sub-
sequent consultations. From the moment
the first contribution is received, the in-
vestment officer seeks that combination of
investments which will achieve the best
results for the trust.

Broad range of investment facilities
The full resources of the Trust Division

and of the Bank-organized to meet the
needs of all customers-are applied by the
investment officer in the buildup of the in-
vestment portfolio. Thus, each pension trust
account benefits from the full range of
Manufacturers Hanover's financial knowl-
edge and experience.

* Investment research. In the complex mod-
ern financial world, sound investment deci-
sions must be based on a thorough knowl-
edge of pertinent facts. The Investment
Research Department maintains a large
staff of experienced analysts who spend
their full time evaluating the entire range
of available securities-including private or
direct placements. Evaluations are main-
tained on a continuous basis, thus provid-
ing the investment officer with up-to-date
information for effective investment man-
agement.

* Real estate and mortgage investments.
Manufacturers Hanover was among the
first commercial banks to provide a com-
plete mortgage origination and manage-
ment service for its customers through its
Real Estate and Mortgage Department. In
addition to being an excellent source for



mortgage investments of all types and sizes,
this department works with investment
officers to seek and evaluate proposed sale
and leaseback arrangements for pension
accounts. Its experience and wide contacts
in the real estate field offer pension funds
sound opportunities for increased invest-
ment return.

* Special investment opportunities. Be-
cause of Manufacturers Hanover Trust's
prominent position in the New York fi-
nancial community, special investment op-
portunities are continually brought to our
attention. Since it is one of the nation's
largest commercial banks and trust com-
panies with substantial funds constantly
available for investment, major corpora-
tions, brokers, and other institutional in-
vestors frequently submit direct placements
and large blocks of bonds and common
stocks, often on very attractive terms. This
provides our pension accounts with favor-
able possibilities for superior investment
results.

* Pooled investment funds. While pooled
funds provide diversification of risk and
participation in favorable investments
which might not otherwise be available to
smaller accounts, they also often meet the
special needs of medium sized and large
accounts. In 1955, Manufacturers Hanover

pioneered in the development of commingled
investment funds for pension accounts and
received Treasury approval of its Group
Trust. Its aggregate assets of over 100 mil-
lion dollars are divided between a Common
Stock and a Fixed Income Fund. Several
hundred individual plans are currently par-
ticipating. The investment experience has
been excellent.

More recently, the Bank has established
a Pooled Mortgage Fund. This fund is par-
ticularly suitable for larger pension trusts
which can allocate substantial sums to this
form of investment, and provides an in-
creased rate of return and broad diversifi-
cation within this investment class.

Administration and operational services

The progressive and often unique char-
acteristics of service by Manufacturers
Hanover are important to any company

seeking a competent trustee.

* Depth in personnel. All details in connec-
tion with pension plans and trusts are han-
dled by carefully trained specialists under
the close supervision of experienced offi-
cers. Whatever his function, each officer
and employee is backed by individuals fa-
miliar with the specific requirements of
each account. A program of training is con-
tinually in progress to develop additional
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personnel so that the continuity of com-
petent service will never be broken.

* Electronic data processing equipment.
An extensive computer complex has been
applied to accounting and clerical functions
throughout Manufacturers Hanover Trust
Company. This equipment is to be utilized
for the Employee Benefit Plans Department
to improve speed, accuracy, and efficiency
wherever possible. Not only is Manufac-
turers Hanover among the most advanced
of financial institutions in automation, but
it continually researches new applications
of this equipment to serve its customers
better.

* Promptness in payments. Pensioners and
their beneficiaries are naturally anxious to
receive their benefits as soon as they are
entitled to them. Our system at Manufac-
turers Hanover assures prompt and punc-
tual distributions in accordance with the
pension plan.

* Reports for tax purposes. Because of a
qualified plan's tax exemptions and defer-
rals, various reports are required by gov-
ernment authorities. Our annual account-
ing statements include information required
by the Internal Revenue Service from the
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deductions claimed for contributions under
the plan. As trustee, we also file with the
Internal Revenue Service the additional
annual information return (Form 990-P)
to maintain the tax-exempt status of the
fund. Where the Internal Revenue Service
or a state requires information from the
trustee on pension payments, the pensioners
receive duplicates for their own records.

* Reports of investments. The annual ac-
counting of each pension trust includes a
statement showing contributions and dis-
bursements, details of all security purchases
and sales during the year, and a list of in-
vestments showing cost or book value, mar-
ket value, and other pertinent data. Quar-
terly listings of investments, as well as
monthly cash statements, are submitted as
required.

* Modest cost. Manufacturers Hanover's
fees for the standard services to pension
funds are based on a uniform schedule
applicable to all accounts. Additional fees
for special services vary with plan require-
ments. Basically, these charges are reason-
able and competitive; they are in effect the
shared cost of a specialized service-already
in existence and here to be used to advan-
tage by others. All fees are, of course, a
deductible expense to the employer.
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