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SOLE_INT/RFSTING F.CTS sDOUT YROFTT SHaRING TRUSTS

9,000 corporaticns have been granted Govermment permission to set up & pover-
ful tax-ex€mpt arrangement - - and the Government is novr granting this per-
mission to corporations at the rate of 150 a month.

This tax-exempt arrangement can perform "miracles" - - it permits the top men
in the corporation to increase their personal capital up to five times as fast
as they can vithout it - - any corporation, regardless of size, can now apply

for permission to set up this special tax-exempt arrangement.,
Let us see hoir this exciting tax-exempt arrangement works: - -~

The corporation sets aside in a special fund for employees a percen-
tage of each year's profiits. The amount so set aside is a tax deduc-

tion for the corporation. The top men can personally participate in
this fund. '

The fund enjoys a special tax status. The income and gains of the
fund are entirely free of tax until the end of the accumulation period.

Then one's personal share of the money amassed in the fund can come
to him upon retirement as a leng-term capital gain. If He should die
his entire share goes to his heneficiary as 2 long~term capital gain.

If any participant in the fund leaves the corporation!'s employ, his
non-vested share of the fund reverts to the people who remain.

These four provisions can produce unbelievable results. They can speed up
capital accumilation in large amounts,

Most top men in smaller corporations are stockholders as well as
employees. Their gain from the plan can be even greater because
company profits placed in the fund escape entirely the corporate

tax, while the dividends they receive must of course come from company
profits that have first been hit by the corporate tax.

The stockholder executive can build up a personal estate up to-five times as

fast through using the plan as he can without it.

1. Under it, one can draw a portion of his personal share of the fund
almost from the start rather than waiting for the full long-range
benefits —~- if he so prefers. (In that case vithdrawals are
taxable as ordinary income rather than as long-term capital gain,)

- 2. If dhe zurioration has a profitless year there is no obligation to
put money into the fund. '

3+ It emables the corporation to provide (partly with dollars that
vould otherwise go into taxes) what are now considered basic
benefits for employces.

%, It can boost employee production to a point where profits are
substantially increased.

All these benefits are made possible through the use of a tax-exempt, deferred
Profit-Sharing Plan. Phis special kind of plan must not be confused with the

ordinary profit sharing arrangement. It is in the tax-exempt fsatures of this
plar that its miracle performing possibilities are found.

This giant force is now powerfully on the move throughout the business vorld.
It is transforming the very existence of corporation after corporation - it
is dramatically changing theé financizl lives of the men who ran them.

It has, in fact, proved such 2 powerful business builder for the corporation
as a vhole - —- and has at the same time, so sharply increased the rate at
vhich the top men can accumulate personal capital that its enthusiastic adop—

tion by virtually every corporation nov seems inevitable,




Photocopy from E}eorge Bush Presidential Library

L=

A
)

& A REPORT ON FIVE YEARS OF PaoFIT - SHARING - BY JOSEPH M. Naa

i VicE PRESIDENT AND TREASURER, LESLIE Co., LYNDHURST, .N. J.

BOTH A CURRENT-PAYMENT INCENTIVE PLAN (WHICH HAS A STILL LONGER
HISTORY) AND.A DEFERRED-PAYMENT RETIREMEMT PLAN MORE PARTICULARLY
DEALT WITH IN THIS ARTICLE, ARE IN OPERATION IN THE AUTHOR'S
COMPANY. |T IS (NDICATED THAT THE EXCEPTIONAL RESULTS OBTAINED
ARE NORMAL FOR WELL-DEVYISED PLANS ADOPTED BY AN INCENTIVE-MINDED
MANAGEMENT. .

ook on BB R R

OUR DYNAMIC AMERICAN ECONOMY 1S5 CHARACTERIZED BY A NEVER-ENDING SEARCH FOR NEW IDEAS
WHICH WILL LEAD TO GREATER PRODUCTION AT LOWER COST. CERTAIN FUNDAMENTAL PRINCIPLES
MUST BE ACKNOWLEDGED AS FORMING THE FIRM FOUNDATION UPON WHICH OUR FREE ENTERPRISE
SYSTEM THRIVES, AND WITHOUT WHICH IT COULD NOT SURVIVE. AMONG THEM ARE THE FOLLOWING:

l. BUSINESS IS ENTITLED TO A FAIR PROFIT AS 3. MANAGEMENT AND LABOR MUST COOQPERATE
A RETURN UPON ITS INYESTMENT. FULLY AND FAIRLY TO ACHIEVE &00D
‘ OUTPUT, QUALITY OF PRODUCTS, WITH
2. LABOR 1S WORTHY COF ITS HIRE, AND REASON~- RESULTING CONFIDENCE OF CUSTOMERS
ABLE INCENTIVES TO [NCREASE WORKERS' AND REPETITION OF ORDERS.
PRODUCTIVITY AND THEIR EARNING CAPACITY . . .
ARE ESSENTIAL TO BUSINESS PROGRESS. Y4, THE HEALTH AND SECURITY OF ITS

EMPLOYEES 1S AN INESCAPABLE RES-
PONSIBILITY OF MANAGEMENT, WHICH
MUST BE EFFECTIVELY DISCHARGED.

-

MANAGEMENT 1S OF, FOR, AND BY INDIVIDUALS:

THE DEGREE OF SUCCESS WHiJCH_.ANY BUSINESS ACHIEVES 1S READILY MEASURABLE BY THE EXTENT

TO WHICH IT UNDERSTANDS AND 'ACCEPTS THE OPPCORTUNITIES AND RESPONSIBILITIES SUGGESTED

IN THE FOREGO |NG BRIEF RESUME OF BUSINESS IDEALS. IN THE TRIUMVIRATE OF MANAGEMENT, | il
LABOR, AND CAPITAL, WHICH ARE THE KEY FACTORS IN OUR PROSPERITY, EACH HAS AN EQUALLY
IMPORTANT FUNCTION TO PERFORM.

THE MOST UNPREDICTABLE FAGTOR 1S LABOR, AND VERY NATURALLY 50, BECAUSE OF THE VARYING
AND VARIABLE PERSONALITY AND INDIVIDUALITY OF EACH LIVING BEING WHICH iS A PART

OF IT. PSYCHOLOGISTS TELLS US THAT NO MAN ORDINARILY DEVELOPS MORE THAN FIFTY PER

CENT OF HIS LATENT ABILITY WITHOUT SOME POWERFUL MOTIVATING STIMULANT. WE CALL THIS
THE INCENTIVE WHICH DEVELOPS [N THE WORKERS THE INITIATIVE FQR EFFICIENT OPERATION.
PEOPLE —--- THE MEN AND WOMEN OF INDUSTRY --- THEREFORE CONTINUE TO BE THE BIGGEST
POTENTIAL VALUE IN ANY BUSINESS., THEIR IMHERENT MAXIMUM WORTH STILL REMAINS AN UNKNOWN
QUANTITY, UNEXPLORED AND INCALCULABLE. THEIR DEVELOFMENT WILL BRING ABOUT THE GREAT
PROGRESS OF THE FUTURE BECAUSE THE POSSIBILITIES OF MAN ARE UNLIMITED." (INCENTIVE
MANAGEMENT, J.F. Lincotn, LiNcoun ELECTRIC Co., CLEVELAND 17, OHio, [951).

GOOD MANAGEMENT HAS EARNED ITS RATING DURING CUR GENERATION PRINCIPALLY BY THE MEASURE
OF SUCCESS IT HAS ENJOYED IN IMPROVING EMPLOYEE K PRODUCTIVITY THROUGH WELL-DES!IGNED,
MUTUALLY SATISFACTORY INCENTIVE PLANS. SUCH PLANS ARE SUCCESSFUL ONLY TO THE EXTENT THAT
THE WORKERS WHOLE-BEARRTEDLY ACCEPT THE CHALLENGE AND SPONTANEOQUSLY RESPOND WITH A
VOLUNTARY DESIRE TO IMPROVE THEIR PRODUCTION. SINGULARLY ENOUGH, MANY WELL=-INTENT!ONED
INCENTIVE PLANS, INITIATED WITH HIGH PROMISE OF FRUITFUL IMPROVEMENT IN EFFORT AND
QUTPUT, HAVE ENJOYED BUT LIMITED'AND SHORT-LIVED EXISTENCE IN LARGE NUMBERS OF BUSINESS
ESTABL ISHMENTS, MOSTLY FOR REASONS ALL TOO WELL KNOWN TO COST ACCOUNTANTS. PASSING
MENTION MIGHT BE MADE HERE OF SUCH ABUSES AS LACK OF CARE, REASONABLENESS;_  AND ACCURACY
IN SETTING STANDARDS; UNFAIR ADJUSTMENTS AND "CORRECTIONS" ARBITRARILY REDUCING THE
EARNING OF THE WORKERS; SELFISH, ARROGANT, AND PICAYUNE ATTITUDES OF SUPERVISORS TOWARD
EMPLOYEES, ETC.

FIRST - - A SATISFACTORY CURRENT PAYMENT INCENTIVE PLAN:

BECAUSE WE HAVE JUST COMPLETED FIVE YEARS' OPERATION OF A DEFERRED PAYMENT PROFIT-
SHARING PLAN, IT 1S BELIEVED THAT OUR COMPANY'S EXPERIENCEEWILL SUPPLY SOME IMPRESSIVE
FACTS AND FIGURES AS TO IMPROVED RESULTS ATTRIBUTABLE TO SUCH A PLAN. TO BEGIN WITH,

#REPR INTED FROM COST ACCOUNTANTS' MAGAZINE.
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IT IS OUR CONVICTION THAT THERE SHOULD FIRST BE A BASIC WAGE IMCENTIVE PLAN, MEASURING
PRODUCTION AGAINST STANDARDS, AND REWARDING THE WORKERS FOR PREM|UM PERFORMANCE, AS A
FUNDAMENTAL REQUIREMENT FOR INCREASING OUTPUT AND" REDUCING UNIT COS5TS. WE ALSO BELIEVE
THAT SUCH A PLAN, TAILORED FO THE PART ICULAR NEEDPS OF THE |ND)VIDUAL BUSINESS; 3HOULD

SEEK TO PROMOTE TEAM-WORK AMONG ALL EMPLOYEES AND WITH MANAGEMENT AND, THEREFORE, SHOULD
REWARD SUPERVISORY EMPLOYEES AND INDIRECT AND CLERICAL LABOR, AS WELL AS DIRECT PRODUCTIVE
LABOR, ON COMPARABLE TERMS, ALWAYS COMMENSURATE WITH CONTRIBUTION Te THE OVERALL RESULTS,
To TH1S END WE SET up SUPERVISORY, CLERICAL, AND IMDIRECT LABOR STANDARD RAT I0S AND
BUDGETS, BASED UPON DIRECT LABOR PRODUCTION AND WE PAY A PREMIUM OR WEEKLY INCENTIVE BONUS
FOR EFFICIENCY ACHIEVED.

MOST MANAGEMENTS WHICH REACH THIS POINT STOP AT IT AND SAY THAT THIS IS ENOUGH SHARING
OF PROFITS. WE FEEL IT #S ONLY THE BEGINNING, BY MAKING ALL GRADES OF WORKERS AND
SUPERVISORS (SHORT ONLY OF TOP MANAGEMENT OFF ICIALS) SHARERS IN THE WEEKLY WAGE §NCENTIVVE
BONUS, WE HAVE ESTABLISHED A BASE FROM WHICH TO DEVELOP REAL COST SAVINGS. ONLY
IMAGINATION AND VISION OF MANAGEMENT ARE NECESSARY TO PROJECT THE POSSIBLE FURTHER
PRODUCTION GAINS AND COST SAVINGS INTO THE CATEGORY OF THE MIRAGULOUS. OUR INCENTIVE
BONUS PAYMENTS INCREASED FROM 5 PER CENT TO 25 PER CENT IN THE FIRST TWO YEARS AND WENT
T0 40 PER CENT BY THE END OF THE FIFTH YEAR OF THE PLAN. [T WAS THEN GENERALLY FELT
THAT THIS WAS A MAXIMUM ATTAINABLE IN THIS WAY, SO WE PROPOSED, AT THIS POINT, THAT THE
ADDITIONAL PROF |TS RESULTING FROM THE INCENTIVE PRODUCTION BE FURTHER SHARED WITH

OUR EMPLOYEES BY PAYING |5 PER CENT OF ALL PROFITS BEFORE TAXES {ARTER A NOMINAL CONT IN=
GENCY RESERVE AND A STANDARD DIVIDEND PAYMENT) INTO AN EMELOYEES' PROFIT SHARING AND

RET IREMENT FUND.

SETTING UP THE PROF IT-SHARING RETIREMENT PLAN

Up To THis TiME, IN Decemser, 1948, wE DID NOT HAVE A RETIREMENT PLAN AS SUCH, NOR HAD
WE SET ASIDE FUNDS FOR THE RETIREMENT OR PENSIONING OF INGCAPACITATED AND/OR OLD AGE
EMPLOYEES, |T HAD BEEN OUR POLICY TO CARRY RETIRED EMPLOYEES ON A CURRENT PENSiON
PAYROLL AS PART OF GENERAL OVERHEAD COSTS. THE AMOUNT PAID TO EACH INDIVIDUAL WAS, IN
EACH CASE, DECIDED UPON ITS MERITS --- FULL CONSIDERATION BEING GIVEN TO THE LENGTH OF
SERVICE; POSITIONS HELD, AND SPECIAL NEEDS OF THE RETIRING EMPLOYEE. |N MOST CASES
THE ALLOWANCE PAID APPROXIMATED THE AMOUNT OF MONEY THE PENSIONER WOULD BE ELIGIBLE TO
RECEIVE THROUGH GOVERNMENT SOCIAL SECURITY BENEFITS.

HOWEVER, THERE HAD 'BEEN FOR SOME TIME THE REALIZATION OF THE NEED FOR A SOUND, YET MORE
GENERQUS, PENSION PLAN WHICH WOULD PROVIDE A REASONABLE AND FAIR COMPETENCE FOR THE EMPLOYEE
IN OLD AGE, AS A REWARD FOR LONG-TIME FAITHFUL SERVICE. ABOUT I9h6, MANAGEMENT HAD

DECIDED TO MEET ITS OBLIGATION IN THIS RESPECT AS SOON AS POSSIBLE. AN INTENSIVE

STUDY OF VARIOUS TYPES OF PENSION RETIREMENT PLANS FOLLOWED. WE WERE NECESSARILY COMMITTED
TO A CONSERVATIVE WORKING CAPITAL POLICY, DUE TO SUBSTANTIAL SHRINKAGE IN POST=WAR SALES
VOLUME AND RESULTING NEED FOR AN AGGRESS!VE NEW PRODUCT DEVELOPMENT PROGRAM TO EFFECT AN
EARLY RECOVERY OF LOST VOLUME. THE PROSPECT|VE BURDEN OF HEAVY FIXED CHARGES RESULTING
FROM A COMBINATION OF A LARGE ANNUAL INSURANCE PREMIUM OR ANNUITY COST AND FUNDING OF

PAST SERVICE CREDIT FOR EMPLOYEES W!TH A LONG SERVICE RECORD, LOOMED AS A LARGE AND
INSURMOUNTABLE OBSTACLE. A DEFERRED-PAYMENT PROFIT SHARING PLAN ALONE SEEMED TO OFFER

A PRACTICAL SOLUTION. OUR EFFORTS WENT INTO FORMULATING A PLAN OF THIS TYPE.

HIGHLIGHTS OF THE RESULTING PLAN, CALLED "EMPLOYEES PROFIT SHARING AND RET IREMENT FUND
OF LESLIE Co." AND UNANIMOUSLY ACCEPTED BY ALL THOSE ELIGIBLE,

l. ANNUAL CONTRIBUTION BY THE COMPANY OF 3, COMPANY CONTRIBUTIONS AND FUND EARN-
5 PER CENT (LATER INCREASED TO 2h PER " INGS ALLOCATEP TO MEMBERS ON A POINT
CENT) OF ITS PROFITS BEFORE TAXES, AFTER SYSTEM -~- TWO POINTS FOR EACH YEAR
PROVISIONS FOR A NOMINAL CONTINGENCY RE- OF CONTINUOUS SERV!ICE AND OME POINT
SERVE AND A DIVIDEND OF ONE DOLLAR PER FOR EACH $100 oF GROSS PAY OR EARN-
SHARE ON OUTSTANDING COMMON STOCK. INGS PER YEAR, UP TO A MAXIMUM OF

$10,000 ANNUAL INCOME.,
2. A CURRENT CONTRIBUTION BY EMPLOYEES,

THROUGH PAYROLL DEDUCTIONS, OF 3 PER b. PARTICIPANTS' SHARES SUBJECT ToO VEST=
CENT OF THEIR EARNINGS UP TO A MAXI= TING AT THE RATE OF 5§ PER CENT PER
MUM PAYMENT oF $300 PER ANNUM, YEAR, THUS INSURING [QOOPPER CENT iR= .

REVOCABLE INTEREST AFTER 20 YEARS.
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3, ALL PAYMENTS UNDER THE PLAN TO BE AC- 7. RETIREMENT AGE SET 4765 YEARS BUT
CUMULATED IN A TRUST FUND MANAGED FURTHER EMPLOYMENT AND SHARING OF
BY AN ADVISORY COMMITTEE CONSISTING PROFITS BEYOND THAT AGE OPTIONAL IF
IDF THE COMPANY PRESIDENT AS IRREVOCASBLE THE EMPLOYEE 1S ABLE AND WILLING TO
TRUSTEE AND TWO REPRESENTATIVES EACH CONT INUE WORKING. UPON RETIREMENT,
OF WANMAGEMENT (APPOINTED BY THE COMPANY'S THE EMPLOYEE'S [INTEREST IN THE FUND
BOARD OF DIRECTORS) AND OF EMPLOYEES 1S PAID EITHER IN A LUMP SUM OR
(ELECTED BY THE MAJORITY OF ALL MEMBERS OF ' IN PERIODIC INSTALLMENTS, AS
THE PLAN, - MUTUALLY AGREED UPON AT THE OPTION

. . OF THE ADVISORY BOAKD.
‘6. ADVISORY BOARD MEMSERS TO SERVE TWO .YEARS,

BEGINNING ON ALTERNATE ANNIVERSARIES

OF ORGANIZATION DATE.

To ACCENTUATE THE FACT THAT A NEW PROF IT-SHARING PLAN HAD BEEN BORN, THE COMPANY

MADE ITS INITIAL CONTRIBUTION 1IN DEcemBER, F9U8, FOR THE FULL AMOUNT DUE FOR THAT YEAR,
EVEN THOUGH EMPLOYEE CONTRIBUTIONS WERE NOT BEGUN UNTIL JAN. lsT, l9)+9° THE RESULTS
OF THIS ACTION WERE ELECTERIRYING. THE ENTIRE B0QY OF EMPLOYEES SENSED A NEW BOND OF
INTEREST [N THEIR BUSINESS. THEY HAD A REAL STAKE IN THE FUTURE OF THE COMPANY FOR
WHICH THEY WERE WORKING. THE INITIAL CONTRIBUTION OF THE COMPANY WAS THEIR EXCLUSIVE
SHARE IN THE PAST YEAR'S PROFITS AND THEY INDICATED VERY FRANKLY THEIR HOPE AND INTENT
OF MAKING THIS A SI1ZEABLE, WORTHWHILE "CUSHION" FOR THE FUTURE DAY OF RETIREMENT.

ForR THE FIRST TIME, THE EMPLOYEES GAVE EVIDENCE OF FEELING THAT, AT LAST, THEY HAD
BEGOME FARTNERS WITH MANAGEMENT IN A BUSINESS TO WHICH THEY BELONGED AND IN WHICH THEY
HAD A REAL INTEREST. THE EMPLOYEES BECAME TRULY PROFIT CONSCIOUS, WHICH REALLY MEANS
GQST CONSCIOoUS. THEY IMMEDIATELY SET ABOUT TO DO THEIR PART IN AVOIDING WASTE, IM-
PRd”iNﬂGEFFICIENCY, AND REDUCING ALL ELEMENTS OF COST. IT WAS IN THE SECOND YEAR OF
OPERATION OF THE EMPLOYEES' PROFIT SHARING RETIREMENT FUND THAT THE SHARE OF PROFITS
CONTRIBUTED ANNUALLY BY THE COMPANY WAS INCREASED FROM '5 PERCENT TO 25 PER CENT, SUB-=
JECT TO THE SAME CONDITIONS AS AT THE INITIATION OF THE PLAN.

WHAT PROF JT-SHARING HAS DONE IN OUR COMPANY:

THE FIRST QUESTION THAT ‘NATURALLY ARISES, WITH REGARD TO SUCH AN IMPORTANT INNOVAT |ON
IN ANY BUSINESS; 18 WHETHER OR NOT THE RESULTS HAVE JUSTIFIED THE COMPANY'S ACTION,
lsE.y WHETHER OR NOT THE COMPANY HAS BEEN SUFFICIENTLY BENEFITED TO WARRANT THE GENERO=-
SITY QF ITS CONTRIBUTIONS FOR THE FUTURE WELL-BEING OF ITS EMPLOYEES. THE ANSWER 15
UNCOND I TIONALLY AFFIRMATIVE. CRITICAL APPRAISAL OF THE FACTS WHICH FOLLOW MAY WELL

BE ?ONVINCING, TAKING THEM AS FORMING A SINGLE PICTURES

[. ANNUAL SALES INCREASED 80 PER CENT FROM 4. EXTENSIVE SAVINGS IN MATERIAL CQSTS
I9M8 To {952. RESULTED DIRECTLY FROM PROF | T-SHAR-
; ING. NOT ONLY WERE SCRAP AND WASTE
2. NUMBER 'OF EMPLOYEES INCREASED ONLY h3 ' REDUCED BECAUSE OF THE GREATER ATTER
PER CENT DURING THE SAME PERIOD, INDI- TION PAID TO THESE ELEMENTS BY THE
CATING AN INCREASE OF 26 PER CENT IN WORKERS BUT, ALSO, WHEN MADE AWARE OF
DOLLAR-VALUE OUTPUT PER EMPLOYEE. THE COST OF THESE ITEMS FOR THE FIRST
TIME, WORKERS OFTEN CAME UP WITH
3. [INDIVIDUAL EMPLOYEE PRODUCTIVITY IM- .SURPRISINGLY EFFECTIVE SUGGESTIONS
PROVED PROGRESSIVELY FROM YEAR TO £0 REDUCE THE COST AND USE OF
YEAR, AS MEASURED AGAINST TIME STUDY MATER IALS.
STANDARDS FOR CALCULATION OF WEEKLY
INCENTIVE BONUS PAID. FROM AN AVERAGE 5. [N FiVE YEARS; APPROXIMATELY
ANNUAL RATE oF U4O.5 per ceNT in 1948, $315,000 IN CONTRIBUTIONS WAS PAID
THIS INCENTIVE BONUS INCREASED TO BY THE COMPANY INTO THE PROFIT-
k3.8.PEn CENT IN [950 aND REACHED AN SHARING RETIREMENT FUND; RESULTING IN
ALL-TIME HIGH oF 5% per cent N 1953. APPROXIMATELY $165,000 oF FEDERAL
THESE RESULTS ACTUALLY PRODUCED A |2 PER IvcoME TAX SAVINGS TO THE COMPANY.
CENT INCREASED EMPLOYEE PRODUCTIVITY
FroM 1948 To 1950, anp a 48 pER cENT 1 6. A SATISFACTORY RATE OF NET PROFIT
INCREASE AT MAXIMUM PRODUCTIVITY RATE AFTER ALL PAYMENTS AND INCOME TAXES
IN 1953 oveR l9h8n HAS BEEN REALIZED BY MANAGEMENT IN

EACH OF THE FIVE YEARS OF OPERATION
UNDER PROFIT SHARING.

FQUALLY REMARKABLE ARE THE STATISTICS AS TO THE RELATIVE VALUE OR SHARE OF THE FUND
CREDITED TG THE PARTICIPATING EMPLOYEES. FOR EVERY DOLLAR PA!D INTO THE FUND BY
EMPLOYEES, THE COMPANY HAS CONTRIBUTED $2.25. THE FUND HAS EARNED FROM 5 FER CENT TO
6 PER CENT ANNUALLY IN INCOME FROM INVESTMENTS, RELINQUISHMENTS BY EMPLOYEES WITHDRAW«
ING FROM THE FUND, ETC. AVERAGE EQUITY iN THE FUND PER MEMBER HAS GROWN FROM $I=§8
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IN 1948 1o more THAN $2,200 N FIvVE YEARS, AN INCREASE OF NEARLY [300 PER CENT. THE TOTAL
VALUE OF THE FUND HAS MOUNTED TO NEARLY HALF 4 MILL ION DOLLARS. THE PSYCHOLOGICAL

ASPECT OF THI3 RAPIDLY PYRAMIDING NEST EGG OF SOUNDLY-INVESTED DOLLARS !S )NCALCULABLE.,
EVERY .LAST EMPLOYEE WITH A SHARE IN IT EAGERLY AWAITS THE PERIODIC PROGRESS REPORTS

AND SEES HIS FUTURE SECURITY IMPROVING RAPIDLY WITH EVERY DAY OF CONTINUING EFFORT ON

1S PART. HE 1S SPURRED ON TO DO HIS BEST IN THE COMMON INTEREST OF THE COMPANY, WITH ALL
HIS FELLOW WORKERS. MOREOVER, THE CONT INUING INCREASE IN THE INDIVIDUAL EMPLOYEE'S EQUITY
HAS RESULTED IN A NEW APPRECIATION OF THE VALUE OF THRIFT. HE HAS NOW LEARNED HOW TO
APPLY THE COMPOUND INTEREST TABLE TO THE ANNUAL INCREASE IN HIS PORTION OF THE PROFIT-
SHARING FUND. HERE 18 AN EXAMPLE OF WHAT THE FUTURE HOLDS FOR JOHN JONES, AGE 25, IN

THIS TYPE OF DEFERRED-PAYMENT PROFIT-SHARING. |F $0 A YEAR 1S PUT ASIDE IN A FUND EARNING

;:COME OF FOUR PER CENT (OURS HAS BEEN EARNING FIVE PER CENT TO SIX PER CENT) THERE WIlLL
O HAND:

$12.00 AFTER [0 YEARS $41.64 arTeR 25 YEARS $95.02 aFTER 1O vEARS
$20.02 AFTER 15 vEARS $50.08 arvER 30 YEARS
$29.77 aFTER 20 YEARS $13-65 AFTER 35 YEARS

ﬁaour $400 A vEAR PUT ASIDE FOR JONES WILL ENTITLE HIM AT RETIREMENT AGE OF 65 YEARS, TO
00 TimMes $95.02 or $38,008. Tuis 1S A CONSERVATIVE EXAMPLE.

OBVIOUSLY, WITH SUCH RESULTS BIRECTLY ATTRIBUTABLE TO PROFIT-SHARING, THERE ARE MANY
SPECIFIC RELATED PROBLEMS SOLVED FOR MANAGEMENT OR COMPLETELY ERASED FROM ITS SBLATE,
A3 FOR EXAMPLE:

!. EMPLOYEE TURNOVER IS MINIMIZED. THERE TERMS OF FRIENDLY COMPETITION AND TEAM~
ARE VERY FEW AVOIDABLE SEVERANCES. WORK; RATHER THAN JEALOUSY AND RIVALRY.
2. ABSENTEEISM AND TARDINESS ARE PRACTICALLY 5+ GRIEVANCES AND COMPLAINTS OF ALL KINDS
NON-EXISTENT. ARE MIN@R -AND INFREQUENT, A3 EMPLOYEES
ARE TOU BUSY ATTENDING TO THEIR WORK
3. EMPLOYEE ATTITUBE IS ONE OF INTEREST IN TO BE LOOKING FOR TROUBLE.
JOB, PERSONAL CONTENTMENT, COOPERATIVE
FRIENDLINESS, AND GENERAL GOOD WILL. ALL 6. SENSE OF PRIDE IN WORK RESULTS IN
THESE ARE POTENT FACTORS TOWARD BETTER PRO- LOWERED WASTE AND SPOILAGE AND BETTER
DUCTION AND TEAM-WORK THROUGHOUT THE PLANT. ‘CARE OF ALL COMPANY PROPERTY ANB EQUIP-
MENT,

#9 RELATIONSHIP BETWEEM DEPARTMENTS 1S N
T. COST REDUCTION 1S A NATURAL RESULT
OF ESBECIALLY HARMONIOUS COOPERATION
BETWEEN LABOR AND MANAGEMENT.

THE PAST BECADRE HAS WITNESSE® GREAT STRIDES IN OUR ECONCMY, TO NEW HIGH RECORD LEVELS OF
PRODUCTIONu THE FURTHER PROGRESS TO BE MADPE IN THE NEAR AND DISTANT FUTURE 1S UNLIMITED
AND INCALCULABLE. AT THE MOMENT, WE ARE IN AN ERA OF KEEN COMPETITION - - OF IT3ELF A
GREAT IMPETUS FOR IMPROVED PERFORMANCE BY THE WORKER WHO DIRECTLY SHARES IN HIS COMPAMY'S
PROFITS. THERE WILL BE SOME UNFAVORABLE DEVIATIONS IN THE BUSINESS CURVE FROM TIME TO
TIME. SUCH OCCURREMNCES WILL BE OGCCASIONS FOR A SORT OF HOUSE CLEANING, WEEDENG OUT OF
COMPANIES WITHOUT FORESIGHTED LEADERSHIP, AND SEASONING AND STRENGTHENING THOSE THAT ARE
WELL ESTABLISHED WITH A PROGRESS | VE MANAGEMENT OF TESTED AND PROVEN ABILITY.

CoMPETENT MANAGEMENT WILL NOT OVERLOOK THE POTENTIAL USEFULNESS OF A FUNDED PROFIT-SHARING
PLAN IN THE NEW BUSINESS WORLD OF TOMORROW., AS A POSSIBLE SOURCE OF CASH WORKING CAPITAL,
IT CAN PROVIDE CONSIDERABLE AS55)5TANCE TO THE COMPANY THROUGH LENDING UNINVESTED FUNDS.
INTEREST PAID ON SUCH BORROWING, iINSTEAD OF GOING TO THE BANKS, ADDS INCOME TO THE EARN-
INGS OF THE FUNB. THIs DIRECTLY BENEFITS ALL PARTICIPANTS IN THE PROFIT SHARING PLAN,

NEW CARFTAL CAN BE PROVIDED FOR THE COMPANY BY SALE OF STOCK TO THE PROF |T-SHARING BUND,
THUS AGAIN RETURNING DIVIDENDS ON THE COMPANY STOCK AS FURTHER DIRECT EARNINGS TO THE FUND,
FOR THE BENEFIT AND ENCOURAGEMENT OF THE PROFIT-SHARING EMPLOYEES. [NVESTMENT IN COMPANY
STOCK BY THE PROFIT-SHARING FUND MAKES THE EMPLOYEES DIRECT PART OWNERS OF THE BUSINESS THEY
ARE WORKING FOR. As THEY PERSONALLY, THEREBY, ENJOY THE BENEF!T OF ITS FURTHER PROFIT Dl
TRIBUTIONS IN THE FORM OFDIVIDENDS, THEY WILL BECOME INTERESTED TO AN EVEN GREATER DEGREE
THAN BEFORE TO PRODUCE AND SAVE, SO THAT 8OTH PROFIT-SHARING CONTR IBUTIONS AND IV IDENDS
PAID BY THE COMPANY WILL BE GREATER. IT CAM HAPPEN THAT THIS STOCK OWNERSHIP BY THE PROFIT
SHARING FUND WILL EVENTUALLY RESULT IN MAJORITY CONTROL OF THE BUSINESS BY THE FUND, THUS
PREVENTING THE PASSING OF OWNEKRSHIP TO OUTSIDE FINANCIAL INTERESTS, WITH POSSIBLE DI1S-
ADVANTAGE TO THE EMPLOYEES WHOSE DIRECT EFFORTS PROVIDE THE RETURN UPON THE OWNERS' (N~
VESTHMENT IN THE FORM OF PAID DIVIDENDS AHD RETAINED PROFITS.
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THE GUARANTEED ANNUAL WAGE LOOMS LARGE UPON THE HOR|ZCON. IN CASES IN WHICH IT 1S APOPTED,
THE 3SUPPLEMENTARY PAYMENTS MAKING UP THE DIFFERENCE BETWEEN EARNINGS ON THE JOB AND MUTUALLY
AGREEQ UPON GUARANTEED ANNUAL WAGES, MAY WELL BE BORROWED FROM THE PROFIT-SHARING FUND A3

A SHORT-TERM, GUARANTEED LOAN BY THE COMPANY AND MAY EVEN 8E ACCUMULATEP BY THE EMPLOYEES
OVER A SPECIFIED PERIOD OF ACTUAL WORK, THROUGH THEIR PERSONAL CONTRIBUTION ACCOUNT, SO ThHAT
THE PAYROLL DEPARTMENT MAY HAVE THE ZXTRA MONEY AVAILABLE FOR PAYMENT |F AND WHEN ACTURLLY
REQUIRED.

IN THIS PAPER WE HAVE NOT ATTEMPTED TO DEAL WITH DIFFERENCES IN PROFIT-SHARING PLANS OR
WITH SPECIFIC BENEFITS TO EMPLOYEES INVOLVED. ALL OF THE VARIOUS FORMS OF PROF IT-SHARING
HAVE UNIQUE FEATURES TO MEET NEEDS OF INDIVIBUAL COMPANILES AND EMPLOYEE GROUPS. OUR AT-
TENTION HAS BEEN ON THE GENERAL PICTURE. [T 1S PERTIMENT TO SUGGEST A STUDY OF THE
PHENOMENAL SROWTH IN THE NUMBER OF APPLICATIONS FOR NEW PROFIT-SHARING RUANSCEGLEE ANRN.
PROCESSED 18% FHEOBUREAU OF [INTERNAL REVENUE DURING THE PAST FIVE YEARS. ACCORDING TO T3
FIGURES, THERE WERE 21,025 QUALIFIED PROFIT SHARING AND PENSION PLANS IN OPERATION AS OF
Octoser 3!, 1953. THE FIGURES ALSO DISCLOSE AN INCREASE OF 3,657 IN NEW PLANS FOR THE
YEAR ENDING JUNE 30TH, 19953, AS AGAINST 2,3#7 THE PREVIOUS YEAR, WITH AN ADDITIONAL I,3h9
PLANS AWAITING APPROVAL AS OF JUNE 30TH, 1953. CERTAINLY, THERE COULD BE NO BETTER

PROOF THAT PROFIT~SHARING |5 BEING WIDELY ACCEPTED AS A DISTINCTIVE BETTER BUSINESS
PHILOSOPHY DESIGNED TO PROMOTE GOOD LABOR-MANAGEMENT RELATIONS. |N MY OPINION PROFIT-
SHARING 13 DESTINED DURING THE NEXT DECADE TO BECOME, IN THE FULLEST SENSE OF THE WORD,
THE KEYSTONE OF INDUSTRIAL PEACE.
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IT SHOULD BE EMPHASIZED that the actuarial reports and valuations required
in connection with pension plans approved by the Internal Revenue Service
are "solely for the purpose ‘of determining whether the employer's claimed
deduction exceeds the statutory limitations”, Justin F. Winkle, assistant
commissioner {technical) of the RS, pointed out in a letter to the New
York state insurance department.

"There is a serious quéstion as to whether the Internal Revenue
Service would have the authority, even if it were practicable fo
assume the responsibility, fo inquire into and attempt to assure

the actuarial soundness’ of pension and welfare funds generally”,
Mr. Winkle stated.

Alihough there is no generally acceptable definition as to whai
constituies "actuarial soundness”, the answer fies in. the question: Is a
sufficient amount being contributed to the fund in order to pay the benefits
which are being promised fo the employess?

Alelqr [enuepisal ysng 8100 woy Adooojoy

predict investment earnings and losses over a long period of years, how
many participants will stay with the company until retirement, and how
long ’rﬁey will live after retirement. Each of those questions has sub-
divisions. For example, how many of the employees who drop out before
retirement age will die, become totally disabled or be employed long

The answer can't be precise for several reasons. No one can accurately
| enough o become entitled to partial benefits?

We can eliminate many of these uncertainties in devising a pension
plan for your organization. tHowever, we {eel that Mr. Winkle's observa-
tions are particularly pertinent since they indicate that "approval” by the
Internal Revenue Service has only a limited value in determining the sourid-
ness of a particular plan.

ary,




Qualified Retirement Plans Provide “Polifical Protection”

Every business man who reads Washing-
ton reports on proposals for reductions in
income taxes recognizes that politicians have
an, eye on votes and that it is improbable
that those in high income tax brackets will
rain much relief.

One of the reasons why an increasing
number of small business men are establish-
ing retirement plans is that it is one way
they can defer income taxes and furthermore
it tends to be a method safe from a politi-
cal strategy standpoint since the ‘estimated
13,000,000 participants in such plans rep-
resent. a considerable segment of the voting
population.

MarTTER OF PUBLIC PoLICYy

Congress has ejtablished recognized pro-
cedures for setting up pension and profit-
sharing plans. It is 2 matter of public policy
and it has a stropg political basis, as evi-
denced by the fact that social security ex-
pansion measures have encountered little
political opposition in recent years. The
plight of the aged makes a powerful politi-
cal theme. Consequently, it is highly im-
probable that the present favorable ground
rules in regard to the income tax status of
retirement plans will be curtailed in the
future.

As an executive with above average
earnings, what does this mean for you?

NreT LESS AND LESS

In the first place, increases in direct com-
pensation net less and less under the pro-
gressive income tax rates. Consequently, the
alternative is to defer receipt of compensa-
tion when your tax rates are high and to
elect to receive that income after you are re-
tired and you and your wife are subject to
the double personal exemptions after age 65.

After that age all medical expenses are de-
ductible so that it is likely that you can re-
ceive nearly $5,000 a year, including the
maximum husband and wife social security
benefit, without paying any income tax. At
present tax rates, your next $4,000 of income

MORRIS, A. P. Newsfeatures

over that amount after 65 will be subject to
only a 20% tax on a joint return and the
next $4,000 is taxable at 22%.

ADVANTAGES READILY APPARENT

When you compare those figures with your
present top income tax rates, you can readily
see the advantage of deferring receipt of in-
come until after you retire. Furthermore,
even if you can save money at current tax
rates, you have to pay a tax on the income
from your investments, thus making it dif-
ficult to accumulate old age reserves.

In contrast under a qualified pension or
proﬁt—sharing plan, the investment earnings
on your retirement income reserve accumu-
late income tax free. Coupled with the fact

<!
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that you pay no income tax on amounts paid

to the fund on your behalf by your corpora-

tion the tax free status of your investment’

income means that you can accumulate a
much higher amount under a qualified pen-
sion or profit-sharing plan than you can un-
der 2 personal investment program financed
by your direct earnings.

WHAT HAPPENS TO $4,000 RAISE?

The advantage of such 2 plan increases
in proportion with an executive's income tax
rate. What does this mean in case of a man
filing a joint return who has the choice of
deferring $4,000 income or taking it in cash?

Assume that the tax on an additional
$4,000 in taxable income is 38% ; that means
an executive nets only 62% on the dollar.
If he earns 3% on his $2,480 net after taxes,
his investment return is cut down to 1.86%
(at the same tax rate). In Contrast if the
$4,000 is credited to his account in a pension
or profit-sharing plan, he pays no income tax
and he is credited with the full $4,000.
Furthermore, his interest earnings are based
on the $4,000, not on 62% of $4,000 and
his investment return credit is the full 3%,
not 62% of 3%.

The advantages of a deferred compensa-
tion plan are fairly obvious when you con-
sider what happens to a direct compensation
increase. ‘The next step is do something
about it. How do you do it?

PROCEDURE APPEARS COMPLICATED

If you get a copy of the Internal Revenue
Code and start reading over Sections 401
to 404 which specifically cover the qualifica-
tion, the tax status of benefits and the
amounts employers can deduct in their in-
come. tax returns for contributions, you may
conclude that it is too complicated a program
for you.

Actually, you don't have to worry about
such details. We have devised several meth-

ods for meeting the requirements which are
set forth in the Code, the regulations issued
by the Internal Revenue Service and various
rulings which amplify the regulations. We
need a few details from you but we can devise
an acceptable program and if a trust agree-
ment is needed we can advise your attorney
on points to cover in drafting it.

FacTors To CONSIDER

There are several factors which you have
to consider. In the first place, the Internal
Revenue Service tends to place emphasis on
what it calls discrimination. Its bark is usual-
ly worse than its bite. “‘Discrimination” for
your purposes can be boiled down to the fact
that all permanent employees should be in-
cluded under the plan if the benefits are
based on total pay. If the benefits are based
on pay in excess of $4,200 (social security
maximum), you can exclude those who do
not receive that amount although those ex-
cluded now will have to become eligible in
event their incomes increase to over that
amount,

“PERMANENT” CONSTRUED BROADLY

The word “permanent” can be construed
rather broadly since you can require up to
five years of scrvice under the hbasic rules
before an employee starts participating in
the plan. Generally, employers find it more
advisable from an employees’ relation stand-
point to require a lesser period of service.
However, you can eliminate the younger
women in your organization who will leave
to become homemakers and other shost.term
employees. C

In establishing benefits it is generally rec-
ognized that earnings, service and age can
be recognized so that executives generally
receive higher credits for those reasons. In
smaller firms we are generally able to qualify
a plan based on a percentage of earnings
alone. The cost of financing the benefits it

<
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obviously higher for those of older ages since
the accumulation period prior to age 65 is
shorter. Thus the contributions by the cor-
poration for you and other executives will
generally be proportionately higher than for
average employces.

After we have analyzed your data on age,
service, earnings, etc., and have taken into
yQur account your specific ideas on eligibility
requirements, and benefits, costs, etc. it is
necessary to review the program from the
standpoint of discrimination again. In other
words, although we attempt to eliminate
“discrimination’ in establishing the prelimi-
nary details, the over-all effect has to be
considered.

As we have had considerable experience
with the local revenue agents, we are able
to make adjustments which are necessary to
comply on that point. Revenue agents tend
to vary by locality’ on’ their attitudes since
there are judgment factors involved. There
are several relative factors which have to be
taken into account and resolved so that it is
necessary to develop a “fourth sense” in this
regard. In other words there are no general
precise rules which can be explaineéd on a
point by point basis without reference to a
particular set of facts. Since it is advisable
to design each plan to meet the particular
need of the employer and his employees,
there are a wide number of possible varia-
tions which must be taken into account.

Obviously, it is to your advantage to get
all the details as to the plan and its approval
worked out with care. It takes considerable
time to work out a program. Some of the
time is just “waiting time” since the Internal
Revenue Service representatives are busy and
it is necessary to take that factor into ac-
count. Thus, it is advisable for you to start
thinking and talking about your new plan
as far ahead as possible from the end of
your tax year. Actually, the first quarter of

the year is one of the best times to get your
discussions under way since the peak load
on. pensions and profit-sharing plans from
the standpoint of the technicians and the
Internal Revenue Service tends to snow-ball
as the tax year draws to a close. For this
reason, we -suggest that we arrange a pre-
liminary interview at this time so that a care-
fully thought out plan can be devised to
meet your particular needs without having
to hastily compromise on details because of
lack of time. ‘

Must Watch Severance Factor

The capital gain treatment accorded em-
ployees receiving benefits under a profit-

sharing trust is contingent on severance of

employment. In drafting deferred compensa-
tion contracts which supplement benefits pay-
able under approved pension and profit-shar-
ing plans it is necessary to include sufficient
contingencies so that the value of the con-
tract will not be taxable to the employee
under the constructive receipt of income
doctrine.

One of the “contingencies” commonly in-
troduced in such contracts is that.the retired
employee must be willing to consult with
the employer. From the standpoint of being
an effective contingency such a provision has
obvious merit, since the willingness to con-
sult can’t be determined until the time the
employee starts receiving the income. How-
ever, will such a contingency defeat the
severance of employment reqﬁirement in
order to be eligible for capital gains treat-
ment in connection with lump sum payments
from a profit-sharing contract?

On page 1 of the December issue under Point 2 a
typographical error stated that an employer on a calendar
year accrual accounting basis doesn't bave to complete
his. first year contribution to a fund until March 31,
1956. This should have been March 15, 1956, which
i$ 79 days after the end of the fax year,
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IF AN EMPLOYER ON A CALENDAR YEAR accouniing basis {tax year ends
Dec. 31} is expecting to establish a pension or profit-sharing plan, he wil
do well to keep in mind:

I, If he is on a cash accounting basis the plan must be esfablished
and the first year contribuiion must be made before Dec. 3.

2. I he is on an accrual accounting basis the plan must be estab-
lished and he must make a token deposit before Dec. 31 but he
doesn't have to make his first year contribution before March
31, 1956.

To be a valid and existing trust, the frust must have a corpus, accord-
ing to Mimeograph 5985, C.B. 1946-1,72. This means a token deposit has
to be made by the employer on an accrual accounting basis when he
establishes his trust prior to the end of the tax year if he subsequently is
going to be'able to deduct coniributions to the trust after the end of
the tax year.

In Revenue Ruling 55-640, 1.R.B. 1955-43,8 the Infernal Revenue Service
makes an exception. It states that no token deposit is necessary fo qualify
the trust as an existing trust providing that under the local {usua?ry state) law
"a promise executed under seal is binding without other consideration,™
Such.a promise "of an employer fo make contributions to the trustees of a
profit-sharing trust may constitute the corpus of a valid trust.”
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Revenue rulings are generally issued o apply to a specific set of facts.
Although Revenue Ruling 55-640 specifically refers to a profit-sharing trust,
it probably can be assumed that if would also apply fo a pension frust or
to a master contract plan in the case of a taxpayer on an accrual basis.
Except for the "red tape” asrects and the fact that the employer must
comply to the procedure involved, the token depdiit method may. be the
best course to follow since it is not necessary in such & situation to verify
whether "a seal imports consideration’ under the state law. The ruling
doesn't indicate what states have such laws. We'll be glad to provide
additional detalils.
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How Mma Pension

!

income Do Your Empioyees Need?

Social security benefits and the double per-
sonal exemptions accorded those over 65
under the income tax laws make it possible
for employers to provide fairly adequate
pensions without too much cost.

Assuming that an employee is married and
his wife is also over 65, the amount of in-
come needed to bring his total retirement
income up to his pre-retirement take-home
pay prior to age 65 is as follows:

Gross pay prior to 65 .......$4,200
Tax (short form)* ... 512
Net take home pay .......e.. 3,688
Social security® ... 1,953
Income needed ... 1,735

0 % & *

Gross pay peior to 65 ... $3,600
Tax (short form)* ... 404
Net take home pay ... 3,196
Social SECULItY . 1,773
Income needed ..o 1,423

* * * ES

Gross pay prior to 65 .........$3,000
Tax (short form)* ... 298
Net take home pay ... 2,702
Social security .......oeee. 1,693
Income needed ..o 1,009

*Two personal exemptions, joint
retiirn, 1955 income tax rates.

Since the “income needed,” which is the
pre-age 65 “take home pay” less social se-
curity payable to a man and his wife both
over 63, is less than $2,400 in all three cases,

the pensioner who receives the equivalent of
the income needed will pay no income tax
if he and his wife are both over 65 and en-
titled to double personal exemptions.

Gross REQUIREMENTS

Thus, a pension based on 41.4% of gross
pay will provide a $4,200 a year employee
with 100% of his pre-retirement take-home
pay. In the case of a $3,600 a year man,
409 is needed, and a $3,000 a year em-
ployee needs 33.5% of gross pre-retirement
pay to bring his total retirement income up
to his pre-retirement take-home pay.

Since the net effect of the double person-
al exemptions and the social security bene-
fits becomes less favorable as an employee’s
income increases over $4,200, the result for
a $10,000 a year man with the same assump-
tions as used above is as follows:

Gross pay prior to 65 ... $10,000

Tax ($1,000 ded.) ..oee 1,636
Net take home pay ........... 8,364
Social SECUrity ..mworcrrree . 1,953
Income needed ... 6,411

Inasmuch as an income tax will have to
be paid by the $10,000 a year man before
he can net $6,411, he will have to have an
income of around $7,250 before taxes or
about 72.5% of his gross pay prior to re-
tirement to equal his pre-retirement take-
home pay. L

PERSONAL SAVINGS FACTOR

In determining the amount of pension
which should be paid under an employer's
plan, it is assumed that the employee will
provide some of his retirement income from
his personal savings and that he will not
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actually need as much income as he did prior
to retirement.

Assuming that the employer's plan pro-
vides the following percentage of gross pre-
retirement pay, this would reduce the dif-
ference between the income needed as fol-
lows:

’ Reduction in
Pre-Retirement
Take Home Pay Under a
Income 20%* 25%* 30%*
needed Pension Pension Pension
$ 3,000 335% 13.5% 85% 3.5%

4,000 4o0. 20. 15. 10,

4200 414 214 164 114

10,000 72.5 52.5- 47.5 42.5
*Percentage of gross pre-retirement pay.

INTEGRATION PERMITTED

In establishing employer pension plans it
is possible to take into account social security
benefits. Under this procedure it is possible
to pay a higher benefit on earnings over $4,-
200 than is paid on earnings less than $4,-
200. Many plans now in effect pay higher
benefits over $3,000 or $3,600, the maximum
wage base on which social security was de-
termined when the plan was placed in effect.

Under the integration rules the social se-
curity income is based on the primary
amount received by the employee (wife’s
benefit excluded) and the effect of income
taxes is not taken into account. The rules
applying to the social security changes which
became effective Sept. 1, 1954, permit em-
ployees earning over $4,200 to be paid a
pension approximately 309, higher on earn-
ings in excess of $4,200 under the type of
benefits we usually suggest,

NEgp oF EXECUTIVES SHOWN

In comparing the above figures an employ-
er can readily see how a modest percentage
of pay pension can help in providing a satis-
factory retirement income for average em-

ployees. At the same time the comparison
shows the great need of doing something to
improve the retirement income results for the
employees who earn over $4,200 a year.

"Annuity" Is Defined by
Interncl Revenue Service

An “annuity,” within the meaning of Sec-
tion 402 or 403 of the 1954 Internal Rev-
enue Code (sections covering tax status of
benefits) is defined under Revenue Ruling
55-639, LR.B. 1955-43,8 as:

A contract which provide$ primarily
for periodic installment payments to the
annnitant named therein, and under
which death benefits at any time can-
not exceed the larger of the reserve or
the total premiums paid for the an-
nuity benefits. Thus, in any annuity
contract, there is no pure insurance pro-
tection at any time.

The fact that the contract may provide for
the return of total preminms paid in case of
death, and such total premiums may exceed
the reserve in the early years, will not be
considered as providing insurance protection.

The ruling also notes that a non-trusteed
plan which uses annuity contracts as a
medium of funding and providing benefits
must also be qualified under Section 401 (a).

ES * ®

The maximum amount deductible by
an employer for contributions to a pen-
sion and a profit-sharing plan which
have common beneficiaries (same parti-
cipants) is 25% in a single year or 30%
if there is an unused carryover from the
preceding year. However, in .qualifying
a deduction under the ¢ombined limita-
tion, the deduction to the pension plan
must first meet the basic actuarial cost
limitations and the deduction to the

. profit-sharing plan must satisfy the 15%
limitation rule, the U.S. District Court
held in Perker Pen Co. v. Kuhl et al.
(E.D. Wis. No. 5326). If the tests for
the individual plans did not have to be
satisfied first, the 15% rule “would be
robbed of any vitality,” the court held.
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Successful Plan Calls for
Coordinated Solutions

In considering the installation of a retire-
ment plan, an employer’s natural reaction is
to feel that the legal aspects are the most
complicated of the problems which have to
be solved. This is especially true if he reads
over the Internal Revenue Code provisions
covéring retirement plans for the first time.
If he installs a pension plan, he has to deal
with a consultant and he soon learns that
there are a number of non-legal questions to
be answered.

ELIMINATE POTENTIAL PROBLEMS

In the case of a profit-sharing trust, it is
possible to establish such a plan without the
services of a consultant, However, in such a
case, many of the problems which may arise
to plague the employer once the plan is in
effect could have been alleviated or elimi-
nated if a competent consultant has either
designed the plan or at least reviewed the
proposal before it was finally effected.

There are at least four aspects in establish-
ing either a pension or profit-sharing plan:

1. Legal (including tax).
2. Financial,

. Practical procedures.
4. Human relationships.

w

All four are inter-related, inasmuch as it
may not be possible to solve a buman rela-
tionship problem based on determining an
equitable benefit without considering the cost
and whether such a benefit will meet the
qualification rules of the Internal Revenue
Service. As consultants, we coordinate the
inter-related problems since we are used to
working with attorneys and we have to be
familiar with the legal aspects, but at the
same time we are able to explain the pro-
cedures to employers and their employees in
simple terms,

f

Status of Peath Proceeds

Under a plan which purchases retirement
income, endowment or ordinary life insur-
ance on the lives of the participants the
amount payable upon death less the cash
value of the policy at the end of the par-
ticular tax year is considered “current life
insurance protection’ if the death proceeds
are payable to a beneficiary of the partici-
pant. This is also true if under the terms
of the plan the death proceeds are payable
to the trust but the trustee is required to
pay over all of such proceeds to a bene-
ficiary of the employee participant, accord-
ing to the proposed regulations. Death pro-
ceeds paid on the “current life insurance
protection” are excludable from the bene-
ficiary’s gross income.

Union Atfitudes on Pensions

Even where union demands are not of im-
mediate concern to employers, they tend to
have a strong influence on what is an accept-
able pension. Under plans voluntarily in-
stalled by employers it is a usual practice to
take the amount of the employee's earnings
into account in establishing retirement in-
come benefits.

Owner Fares Well

In the case of a small corporation, the
owner's share of the benefits as an employee
under the corporation’s pension plan is apt
to be a fairly high percentage of ‘the total.
Under the corporation’s pension plan rec-
ognition can be given for esrnings, length
of service with the corporation and closeness
to retirement age. We will be glad to pro-
vide an estimate as to approximately what
percentage of the corporation’s total con-
tributions for pensions will be credited to
the owner if he will provide us with the
essential facts involved.
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IN ESTABLISHING A NEW RETIREMENT PLAN it is wise for an employer
to consider his general or preliminary objectives and then have a qualified
consultant make an exploratory estimate on probable costs to determine
if the objectives are in line with the employer's ability to pay the costs.

Three general objectives or problems are involved:

‘ l. To establish a plan which will be acceptable to the employees and
gain a favorable reaction from them.

2. To keep the costs of the plan within the smployer's ability to assume
them.

3. To qualify the plan under federal income tax laws in order io gain

the maximum benefit for the employees and the lowest possible net
cost to the employer.

There are a number of decisions which have to be made in regard
to the benefits to be provided. By adjusting these, costs can often be
brought in line, or, if costs are under the amount the employer is willing
to invest, benefits can be increased.

The final decision is how can these cosis be paid. There are three
general types of methods used: 1. A pension trust. 2. A profit-sharing trust.
3. A master contract insured plan. All have favorable points so it is neces-
sary to elect the method best fitted to your situation and objectives.

Under a trust plan the trustees invest in insurance contracts or in
other types of investments. When the trustees invest in life insurance con-
tracts they buy what might be termed a "package plan” since the com-
pany estimates the costs, invests the money and’ carries out the terms of
the program. There are various types of insured plans available so there
is sufficient flexibility of choice. Under a self-funded plan the trustees or
an actuary or a corporate trustee selected by the trustees perform the
various functions which the insurance company performs.

In this monthly letter we review various points involved in the pro-
cedures outlined above and will be glad to discuss specific questions which
you may have from time to time.
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1. Reasons For A Formal
Employee Retirement Plan

Efficient employees who have an interest
in the business and their jobs are the most
valuable assets a firm possesses, To gain the
right type of employee in the first place and
retain him (or her) it is necessary to compete
with other firms. In looking for a job an
employee wants good pay, an opportunity
for the future and good working conditions.
This is also true of employees already with
the firm.

DouBLE VALUE

Although a retirement plan is just one of
many factors which make a firm a “good
place to work,” it has both direct and in-
direct values. Employees desire job security
and the fact that the employer has a retire-
ment plan in which they participate makes
them feel that they have a future with the
firrn. This is true whether the employee is
30 or 60.

From the employer’s standpoint, he knows
from experience that there comes a time
when there is 2 question of efficiency among
older workers. Even when the employer has
no pension plan and he has to continue the
employee on the inactive payroll, he finds it
more economical in the long run to replace
certain older workers.

2. First Steps to Take in
Establishing a Plan

Assaming that an employer recognizes the
need for a retirement plan, what is his next
step? He has heard about the General
Motors Corporation’s pension plan or the
Seasrs, Roebuck & Company's profit-sharing
plan, and since they are both successful firms
he may feel that their plans are worth in-
vestigating. He may have been exposed to
some of the advocates of profit-sharing plans

and he may have been attracted to such a -

plan on the grounds that it serves a double
purpose of stimulating an employee and that
there is no fixed cost to the employer.

No SINGLE ANSWER

The needs and situation of each employer
vary to some extent so there is no single
answer to your particular problem. The
nature of the business, the characteristics of
the employees and the financial status of the
fum differ. In approaching your problem a
trained consultant will generally ascertain
your problem by analyzing the age, the
length of service and the earnings of your
employees in order to determine approxi-
mately what a retirement plan will cost. He
also wants to get some idea of what the em-
ployer thinks is an adequate retirement in-
come and his attitude about certain “plus”
benefits, etc.

ACCUMULATE SUFFICIENT FUNDs

The objective under a retirement plan is
to accumulate sufficient capital by the time
the employee retires so that there will be
enotgh money to pay him a fixed monthly
sum for the rest of his life. Interest earnings
on accumulated funds before they are paid
out, the mortality among employees both be-
fore and after retirement age, and average
turnover among employees must be taken
into account in determining how much
money has to be contributed to the fund.

The above factors which influence the cost
of retirement plans vary congiderably among
small groups of employées. In case there are
not a sufficient number of employees and dol-
lars involved to gain a workable average, it
is generally desirable for small and medium
sized firms to provide retirement income by
purchasing annuity and insurance contracts.
It is easier to determine maximum costs by
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the purchase of such contracts and most of
the costs are guaranteed by the insurance
company so the employer doesn’t have to
take the chance of guessing right.

GUARANTEE COST AFTER RETIREMENT

When your retirement plan invests in an-
nuity and insurance contracts, you know for
certain that starting at retirement age the
employee is guaranteed a retirement income
by the insurance company as long as he lives.
Thus, you don’t have to worry about whether
or not there will be sufficient money in your
reticement fund to pay the employee who
lives 20 or 25 years after retirement as con-
trasted to the present average of 1414 years
for those who retire at 65. )

If all employees who participate in the
plan continue with your firm and live until
retirement age, your maximum cost is guar-
anteed under an insured plan when you buy
specific contracts covering each participant.
Since there may be considerable difference
between your net cost and your maximum
cost, it is safer to base your calculated costs
on the maximum and be certain.

OTHER POSSIBLE SAVINGS

There is an obvious saving to the employ-
er if 2ll participants do not live to reach re-
tirement age or if they do not stay with the
firm until that time. This is true under both
an insured plan and a self-insured plan. How-
ever, under a self-insured plan it is customary
to guess on such savings while under an in-
sured plan such savings in cost usually are
not taken into account until they have been
actually realized. Under both types of plans
the final net cost will be based on actual
experience so that a low guess under a self-
insured plan may prove to be only a delusion.

3. Benefit Provisions Which
Are Reflected in Costs

With information in regard to the age,
length of service, the retirernent age, the sex
of the employees and earnings, it is possible

to estimate the maximum cost of an insured
retirement plan without too much trouble.

The prime benefit under a retirement plan
is the amount of income paid the employee
starting at retirement for the rest of his life.
This was the only benefit provided under
most of the original pension plans. However,
certain inequities developed under such a
single age benefit plan. If an employee dies
when he is 64 and the retirement age is 65,
his widow gets nothing except the return of
his contributions. If he dies when he is 66,
it is customary to subtract the amount. of his
retirement income already paid him from his
contributions and pay it to his heirs. Then
there are even rare cases where an employee
is discharged as he nears retirement age.

CORRECT SHORTCOMINGS

Obviously such circumstances detract from
the plus value of a pension plan. To correct
such shortcomings of a single age benefit
plan, it has become customary to include pro-
visions to meet the problem of death before
and after retirement.

To provide a widow’s pension prior to em-
ployee’s scheduled retirement, a plan invests
in a retirement income contract instead of an

annuity. Where $1,000 of life insurance is .

provided for each $10 of monthly income
it is possible to guarantee that a widow will
receive one-half the monthly retirement in-
come which would have been payable to her
husband for a minimum of 20 years. The
maximum period over which the widow's
monthly income is paid depends upon her
age at the time of her husband’s death prior
to retirement.

SEVERAL PROVISIONS FOR WIDOWS

If the husband dies after retirement there
are several types of provision for widows.
Most insured retirement plans provide that
if a pensioner dies prior to the time he re-
ceives 120 monthly paymeants, his widow or
beneficiary will receive the balance of the
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unpaid monthly payments. If the employee
is willing to accept a lesser amount of retire-
ment income, he can elect to receive his in-
come as long as either he or his wife (or
another survivor) lives.

Both the pre-retirement and 10 year gnar-
antee post-retirement death benefit add to
the. employer’s costs in providing retirement
benefits. It is important to keep this in mind
in case costs are compared, since a plan with-
out such benefits will cost less. The joint and
survivor benefit doesn’t cost the employer any-
thing as its cost is paid by reducing the em-
ployee’s retirement benefit.

VESTING PROVISIONS

The amount of séverance benefit paid an
employee leaving prior to retirement is usual-
ly called vesting as the employee has a vested
interest in the contributions the employer has
contributed to the plan on his behalf.

There are numerous methods of vesting,
such as 5%, 109, or 209, for each year of
participation, starting either the first year,
fifth year, 10th year, etc. Some plans provide
for 1009, vesting after a certain age, such
as 50 or 55, either with or without graded
vesting based on service.

Vesting adds considerably to the net cost
of a retirement plan. However, employees
naturally favor liberal vesting so that in the
final analysis it is a question of cost versus
employee reaction.

ELIGIBILITY AND VESTING RELATED

Eligibility for participation in the retire-
ment plan and vesting are closely related. If
there is a short eligibility period, then vest-
ing provisions can be less liberal. On the
other hand the longer the eligibility period,
the earlier vesting can start.

In establishing eligibility provisions,. three
factors are involved:

1. Employee reaction.
2. Cost to the employer.

¢

Y

3. Provisions necessary to qualify the
the plan for tax exemption.

Under the tax law governing retirement
plans, eligibility for participation cannot ex-
ceed five years of service or age 35. In
establishing satisfactory eligibility require-
ments within those limits, it is generally de-
sirable to include what might be called
permanent employees. The definition of
“permanent” in such a case depends upon
the firm’s and the employees’ attitude. From
a cost and nuisance standpoint it is advisable
to establish requirements which will tend to
eliminate such classes of emloyees who gen-
erally stay only a few months or years. This

is especially true of younger women who

work until they get married and start raising
a family. Part-time help can be automatical-
ly excluded. Area employment conditions and
the availability of help are factors to be con-
sidered. Employee reaction is obviously a key
point.

OFFSET BY STRICTER VESTING

In general, early eligibility requirements
increase the cost of a retirement plan, al-
though, as has been pointed out, some of
the cost can be offset by more stringent vest-
ing requirements.

To qualify an employees’ trust or annuity
plan for tax exemption, it is necessary to
include a certain percentage of the em-
ployees. In the case of a small firm it may
be necessary to lower eligibility requirements
accordingly,

As you can see, there are numerous fac-
tors which have to be taken into account in
determining retirement plan costs. Costs can
be minimized to meet the -employer’s ability
to pay or a plan can be made more favor-
able, if more funds are available. It is at
this point where a decision can be made re-
garding how the costs can be financed.

We will be glad to provide further de-
tails in regard to any of the points enumer-
ated in this brief explanation.

e
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Kitty-Splitting

More Companies Divvy
Profits With Workers;
Find Productivity Rises

Some Pensioners’ Pay Tops
Last Working Wage; Sears
Hands Out Half a Billion

Little Benefit for Some Hiums

By JouN S. COOPER -
Stoff Eecporier of THE WALL STREET JOURNAL

CHICAGO — Profit sharing with employes,
a gospel prowing fast since World War II,
has won more corporate converts than ever
this year.

This wooing of workers continues, somewhat
surprisingly, in an era when employer com-
plaints of labor shortages, high employe turn-
over and excessive absenteeism have slmost
disappeared. It also defies the general stiffen-
ing of competition and the widespread move to
cut costs.

The paradox is simply explained. Many busi-
nessmen find profit sharing can help boost
worker productivity and help cut preduction
costs in more competitive times. Some compan-
jes whose profit marging have dwindled or van-
ished in 185¢ are among the stoutest drum-
beaters for profit sharing.

Nearly 8,000 corporate profit-sharing plans
are now on file with the Internal Revenue
Service of the Treasury Department, which
regulates such matiers, compared with 6,000
a year ago and only 549 a decade ago. When
Procter & Gamble set up its plan in 1887, there
were only about 22 profit-sharers in the U. S.
By 1917 this number had lhcreased but slightly
tor 60 companies. Now there are that many
companies which do nothing but offer advice to
companies setting up profit-sharing programas.

Bell & Howell Joins Cp

Just last weelk Bell & Howell Co., the Chi-
cago photo equipment maker, joined the ranks
of profit-sharers, Other 1954 recruits include
Federated Department Stores, the big chain
with about 25,000 employes; Batten, Barton,
Durstine & Oshorn, Ine., the well-known ad
agency; and cereal-making Kellogg Co.

More enlistees are likely, The Council of
Profit-Sharing Industries, an information-dis-
tributing group based in Chicago, has several
hundred "associate members™ who have joined
just to get information preparatory to setting
up plans. The latest of these include Rheem
Manufacturing Co., with 10,000 employes, and
Prudential Insurance Co., with 8,000.

For employes of some companies, the bene-
fits of profit sharing .can he fabulous. At De
Luxe Check Printers, Inc., of Chicago, some
of the relatively few workers due to retire in
the next 10 years will get pensions actually
exceeding their last annual pay while working.
Company officials believe the usual living-
standard cut at retirement involves oo hard
a readjusiment.

Employes Buy Quif the Boss

Employes of E. G. Shinner & Co., 2 33-store
Midwest meat-market chain, accumulated so
much under profit sharing that .hey bought
the company early last year. Since then, says
C. W. Walker, president, the employe-owners
have “built up a very sizable reserve, paid a
$1-a-share dividend, at the same time paying
the highest rate of wages in the history of our
industry plus our payment of 15% of these
wages into our retirement fund.”

And Sears, Roebuck & Co., the biggest and
perhaps the most famous profit-sharer, has
piled more than half & billion dollars inlo the
kitty since 1916 for ils 120,000 employes.

A Thousand Varieties

Profit sharing exisls in a thousand varie-
{ies. The percenlage of profits.set aside ranges
all the wiy from 5%, before taxes, lo 50%,
with a typical cut about 209 to 2545, The dis-
tributions amount to anywhere from 5% to
1009% of employes’ annual pay, with a repre-
sentative share around 10¢; to 12%.

“Home sample melon sticings this year: The
Readers Digest, 51.2 million cash to 1,200 em-
ployes, in payments ranging from $548 per
worker to $25,000; P. R. Mallory & Co. of
Indianapolis, $1 million into z profit trust and
$404.000 In cash to 6,000 employes; Norris-
Thermador Corp. of Los Angeles, $929,000 into
a fund for 1,445 employes, up $271,000 from
last year; the Pitney-Bowes Co. of Stamford,

Guessing Game, $2 Bills
Dramatize Profit Sharing

By o WALL STREET JOURNAL Staff Reporter

CHICAGO — Employers, sometimes find
themselves the only cnes in their eompany
who are ‘*sold"’ on profit sharing. Em-
ployes oflen are suspicious. don't under-
stand it, or take it for granied, Continuous
educafional efforts are used to make them
familiar with their plans.

Motorola, Inc., dramatized ils program,
this year by running a guessing contest on
how far the employes’ share would extend
if stretched end to end in dollar bills, The
prize was a weekend trip of the same dis-
tance with all expenses paid for the win-
ner’'s family. Motorela’s §2.8 million dis-
tribution frém 1953 profits would stietch
280 miles, so Sylvester F. Booth, & me-
chanical engineer, who came the closzest,
enjoyed an outing At the Wisconsin Dells
with his wife and three children,
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Kitty-Splitting: More Companies

Divvy Their Profits With Workers 2

Continued From First Page

Conn., $830,000 with the year only half over,

However, employes of some companies are
finding their slice is a lot smaller this year
because employer profits have shrunk or
vanished. ~

“We're having a terrible time. We'ra los-
ing money and haven’t made a profit.distribu-
tion to cur 8,000 employes since February,”
says Hugh Comer, chairmsan of Avondale Alills
of Birmingham, Ala.

Does this mean Mr. Comer is preparing
to serap his plan? “No,” he sayg, “we are
finding it one of cur best means of comumni-
cating with employes, They know we ars in
lhe red and are.really putting the pressure on
to tmprove things. When you have {o shift an
employe around-or change his work methods,
it helps to bave him know lhat your money is
wherever your mouth is.”

Anthony Y. Yonto, president of Qualily
Casting Co. of ‘Orrville, Qhio, agrees: ‘'This
has been a tough year for the foundry industry,
but we still think our profit sharing plan has
paid off. Our shop has been working four and
five days a week all year, while others in
our area were down to onhe and two days. Next
month we are getting back to assix-day sched-

vle again.'* He explzins that the plan has.

resulted in reduced waste and improved
products.

Although Mr. Yonlo's 200 employes, who
bave received about $100.000 of company pro-
fits this vear. can't expect to equal the record
$230,000 of last year, he says he has noticed
no decline of enthusiasm in the shop.

“"Profit sharing actually tends to make 2
corporation more flexible in hard tmes,”
Harold V. Lush, president of Supreme Alumi-
num Industries, Ltd. of Toronto, “By the
time & man has worked for us six years he
has from $3,000 to $4,000 in trust for him. In
the unlikely event he would have to be laid
off, he would not be turned out in the street
without a dime. Actually we don't see any dif-
ficulties ahead at all. Things are going very
well with us."

E[tact of; Bize

Company size ls somatimes a factor, too.
@Giant General Electrie Co. discontinued its
profit shering plan in 1947 after 13 years, one
explanation being that expansion of the work
force had diluted the distribution, “Apparently,
profit sharing works best in smell manufac-
turing operations where nearly everyone is
doing the same kind of work. In a big com-
pany the end-results are diten so lar removed
from an employe’s efforts that the incentive
factor in profit sharing is lost,"” saya Joel Gold-
biztl, president of Goldblatt Bros., Ine., Chi-
cago depariment slore chain thdt gharesa its
profits,

Emplovers find employes ofien put a little
extra effort when they realize they are part of
a team. Because profit sharing has spurred
productivity, L. E. Messinger, president of
Canadian Lins Materials says, “Our shipping
room costs ars from 59 to 20% lower than any
of our competitora,"

G. B. Mekemson, personnel director o? W.
A. Sheaffer Pen Co. of Fort Madison, Iowa,
points to a 340% increase in worker output per
hour since the company installed profit sharing
20 years ago. ‘'Although most of the efficiency
inerease can be attributed to Improvements in

§

‘production téchniques and working Teonditions,

our managemert is convinced profit sharing
alsc has been a strong factor,” ha =ays.

Harold Myers, & buyer for the B. . Shin-
ner & Co. chain of meat markets, saya; "I real-
ized how profit sharing workas when L got in A
jam, I over-ordered on moms amoked hams,
When I realized what had happened I confessed
to our sales clerks. By extra nelling siforts
they got me out of my inVen:ory muddle in
thres days.”

Although a “cash’ plan ll generally sup-
posed to create mors Immediate returns to the
employer in the torm of greater Incentives and
higher productivity, more and more companies
are preferring to put the money in the sock of
deferred plans, thus helping the employs save
against retirement.

Council Secretury Joseph B. Meier reports
that 429 of its member companies have de-
ferred plans, 41% cash and 17% combined
plans. A vear ago 50% were cash plang, 409
wers deferred and 109 ware combined.

In several Internal Revenus Districts, the
number of profil sharing plan applications now
exceeds those for the more conventional
stralght penson plans, whers the employer
sefs asioe a fixed cash emount each year for
employe retirement purposes. Under profit
sharing, with a fixed percentage of the hefore-
tax profits used zs a hase instead, the contrib-
ution to the employe fund may vary widely
from year to year.

How the money in trust im invested has
an important bearing on the success or failure
of a pension plan, Sears Roebuck has had
a fairly conservative setaside over most of
its history; at present it's 10%% a vear. Vet
by investing mainly in Sears common stock,
the ‘fund has pyramided through stock splits
and the rise in market value, until fabulous
retirement payoifs have been achieved. One
sales clerk, whose peak annual income was
$3,660, retired with 2 nest egg of 1,761 shares,
worth §115,5617 at the time and providing her
an annual dividend income of $4,843.

Yet just think how different it would have
been It the Sears fund had been invested In
Montgomery Ward stock, which has gone down
6405 since 1929, = critle of single-company
investment peints out,

Mr. Houser of Sears thinks profit sharing is
important as & means for businessmen to ex-
ercise leadership.

"It seems to me that the average business-
man has been in a dilemma for some 20
vears,"” Mr. Hpuser'’says. "“He has felt he
should be functioning as a leader, but in per-
formance he has run a poor third to Govern-
ment and labor leaders, each claiming leader-
ship for the improvement of the well-being of
the average citizen. He has disagreed with

many of the proposed actions, and thus finds.

himself defenaing a sccial svstem which he
knows lo be the besl that ever existed and
yet he camnot find even a good descriptive
name for jt."’

Eliminating the Sinister

Another big profit sharer puts it this way
""The word ‘wages’ is a very respectable word
in our vocabulary, signifying good things and
something to be desired. ‘Profits,’ on the other
hand, has all sorts of sinister ‘connotations.
Profit sharing plans help to demonstrate in a
concrete fashion that ‘profits" are beneficial,
too.”

THE WALL STREET JOURNAL
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You may have zead or heard about the new profitsharing plan &t The
Champion Paper and Fibre Company. As neighbors, we thaught you might
ke to know more ebout it. Perhaps you know thai this *'New 1dea™ provides
that 1555 of probts, before taxes, will be se1 aside for all cur working part-
ners, subject to U, 8. Treasury Depariment epproval of the plan.

THE BACKGROUND OF OUR REW PARTINERSHIP

This profit-sharing plan was adopted only after virtually unanimous approval
by all of ur who work together at Champion. Ard it has the overwhelming
approval of our shareholders.

‘We all know thal the money Champion takes in eomes from the work we do,
the products that we meke and our customers buy. This is cur cnly wey 1o
et mopey for wages, equipmenl, buildings, pulpwoed and 21 the things that
kecp the Company gaing. And profits are the only source [or insurance and
Tetirement beaefits. So no matler how we Jook 2t.@t. the security for all
Champions and their femilies depends on Champior making money. If we
can’t build security this way, we can’t build it any ether way.

EMPLOYEE BENEFITS ARE NOT NEW TO CHAMPION

For many years, Champion has offered life insurance, bealth and accident,
bospital, rurgical and medical benefits as well as zetiremeat ingome. But
emplogees had 1o pay part of the bill, ahhough the smafler part, Under our

Ihe Champion Paper and Fibre Company

HAMILTON, OHIQ ] CANTON, N. ©. .

PASADENA. TEXAS .

new profitsharing plan, our working parizers pay nothisg cven though
the benchls have been improved,

TRUST FUND FOR PARTNERS

Under the "New idea,” the balance of 1he 155 remzining aller paying the
cost of our various insurance benefits goes inta a trust fund jn which each
Champicn has an individual accounL. This aceounl can be used in pravide
mere Life insnrance or a bigger relirement iccome or o provide Anancial
aid in the even! of emerpency.

BUILDERS OF SUCCESS NOW SHARE SUCCESS ., .

We have been working toward this profit-sharing plan with our 9,000 patt
ners for some years. )

In & real senze, the men and women af Chammpion have always been partners
in our enterprise. They have helped build Champion into the indusiry it
is today, Their akill, their interest, their pride in good products have con-
tributed greatly to Champion's success. We believe it is sound for thea to
chare in profils hecause they make profits possible.

The amount ef money that will be available for benefits, and 0 huild each
partner's sccount in the trust fund, will depend upnn the Company™ protits
in the years to come. Tt's up un all of us at Champion, working ingether, ta
build wogether—ar pariners in paper and profits.

SANDERSVILLE, GEQRGIA
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E. F. WHITE & ASSOCIATES

Consultants on Pension and Profit Skaring Plans e

1511 BryAN STREET .
Darvras, TExAs

Fesruary |h4TH, 1956
MR. J. HugH LIEDTKE
ZAPATA PETROLEUM CORPORATION
MiDLAND, TEXAS

Dear MR. LIEDTKE:

AS YOU KNOW, TAXES, CORPORATE AND PERSONAL, MAKE IT DIFFICULT TO RAPIDLY BUILD AN
ESTATE TODAY, THERE IS A DEVICE THAT IS PERFECTLY LEGAL THAT WILL ENABLE YOU AND
YOUR KEY PERSONNEL TO WHOLLY ESCAPE BOTH TAXES WHILE BUILDING AN ESTATE. IT IS A
PROFIT SHARING RETIREMENT PLAN. THIS 'iS A NATURAL FOR YOUR ORGANIZAT |ON BECAUSE,
AS | UNDERSTAND IT, ALL OF YOUR STOCKHOLDERS ARE ALSO SALARIED EMPLOYEES AND CAN

THEREFORE BE TOP DIRECT PARTICIPANTS AS WELL AS INDIRECT PARTICIPANTS THROUGH THE

IMPROVEMENT 1IN MQRALE AND PRODUCTION WHICH THE INSTALLATION OF THESE PLANS ALWAYS
BRINGS.

YOU CAN SET UP A QUALIFIED PROFIT SHARING TRUST INTO WHICH YOU CAN PUT ANY PERCENT

OF CORPORATION PROFITS, NOT TO EXCEED [5% OF THE SALARIES OF YOUR EMPLOYEE PARTICI-
PANTS - - AND DEDUCT YOUR CONTRIBUTIONS BEFORE CORPORATE TAXES. THIS MEANS THAT RIGHT
OFF THE REEL UNCLE SAM Is PAYING 52% oF THE COST IN YOUR CASE.

THEN THESE FUNDS ARE [MPROVED AT INTEREST IN THE TRUST, INCOME TAX FREE, DURING THE

WHOLE ACCUMULATION PER10D. FINALLY, AT RETIREMENT TIME THE BENEF|TS ARE PAID TO THE
PARTICIPANTS AS:

. A LONG TERM CAPITAL GAINS, AND TAXES PAID ON THAT BASIS, OR
2. As A LIFETIME INCOME. IN THIS LATTER CASE TAXES ARE PAID ON AN
AS RECEIVED BASIS. BUT MOST PEOPLE AFTER RETIREMENT ARE IN A
MUCH LOWER INCOME TAX BRACKET AND IN A MUCH HIGHER EXEMPTION BRACKET.

Arexqr repuapisaid ysng 281090 woy Adoaojoy

WE HAVE SUGGESTED IN THE ATTACHED CALCULATED PLAN FOR YOUR OWN ORGANIZATION THAT THE
|5% OF SALARIES BE CONTRIBUTED ON THE FOLLOWING BASIS: - - BENEFITED EMPLOYEES WOULD
PUT 1IN 5% OF SALARY, PAYABLE MONTHLY BEGINNING WITH THE MONTH FOLLOWING BECOMI|NG
ELIGIBLE, THIS WQULD BE PUT IN LOW CosT ORDINARY LIFE |INSURANCE ON THE LIFE OF EACH
PARTICIPANT PAYABLE TO HIS BENEFICIARY. THis LIFE INSURANCE wouLD HAVE A WHOLESALE
RATE, RATHER THAN RETAIL, FOR CONVERTING INTO PENSION |NCOME AT RETIREMENT TIME.

THEN WE HAVE SUGGESTED THAT A PERCENTAGE OF CORPORATE PROFITS, BUT.NOT TO EXCEED
104 OF SALARIES OF PARTICIPANTS, BE INVESTED IN A SELF-ADMINISTERED TRUST FUND.
THREE OF YOU PARTICIPANTS COULD SERVE AS TRUSTEES AND THE MONEY COULD BE INVESTED
IN ANYTHING THAT A PRUDENT MAN WOULD PUT HIS MONEY IN. WITH PROPER SAFEGUARDS IT
COULD BE REINVESTED BACK IN YOUR BUSINESS. THEN AT RET IREMENT TIME, IF HE S0
ELECTED, EACH PARTICIPANTS' SHARE IN THE TRUST COULD BE USED TO PAY UP HIS LiFe
INSURANCE INTO AN IMMEDIATE PENSION INCOME FOR LIFE. FOR YOUNGER PARTICIPANTS THERE

WILL BE MONEY LEFT OVER AFTER THIS CONVERSION. THE AMOUNT IS SHOWN iIN THE NEXT TO
THE LAST COLUMN ON THE ATTACHED BENEFITS SHEET.

SELF ADMINISTRATION * INSURED PLANS * COMBINATION PLANS
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AN EMPLOYEE'S OWN CONTRIBUTION WOULD ALWAYS BE FULLY VESTED IN HKIM AND HE COULD GET
1T BACK WITHOUT INTEREST UNDER ALL CIRCUMSTANCES. YOUR COMPANY'S CONTRIBUT]ONS
ON HIS BEHALF WOULD FULLY VEST IN AN EMPLOYEE!:

i. IF HE DIES;

2o IF HE RETIRES;

3. |F HE 15 PERMANENTLY DISABLED - - ALL [N YOUR SERVICES.

BUT IF HE QUITS OR GETS FIRED COMPANY CONTRIBUTIONS FOR HIM VEST IN THE FOLLOWING SUG-
GESTED MANNER: g

IF HE SEPARATES IN LESS THAN FIVE YEARS IN THE PLAN - - NOTHING, OTHER
THAN A RETURN OF HIS OWN MONEY WITHOUT INTEREST. AT THE END OF FIVE
YEARS HE GETS A '25% VESTED INTEREST IN THE MONEY YOUR COMPANY HAS PUT IN
FOR HIM, BUT HE FORFEITS [5%. EACH YEAR THEREAFTER HE WILL HAVE AN IN-
CREASE VESTING OF 5% S0 THAT 20 MORE YEARS IN YOUR SERVICE AND THEREAFTER
HE HAS A FULL VESTED INTEREST IN YOUR CONTRIBUTIONS UPON HIS BEHALF.

FORFEITED BENEFITS WILL BE RE-DIVIDED PRO-RATA ANNUALLY AMONG THE REMAINING PARTICI-
PANTS AND CREDITED TO THEI'R ACCOUNTS IN THE TRUST.

To ILLUSTRATE HOW THE PLAN WILL WORK LET'S TAKE THE CASE OF NuUMBER |0,

HE WOULD PUT IN 5% OF H1S SALARY OR §36o.oo YEARLY. THIS wOULD BUY
$ 15,727.00 OF IMMEDIATE LIFE INSURANCE PAYABLE TO His FAMILY. THIS INSURANCE
WOULD HAVE A CASH VALUE AT HiS AGE 65 oF  $7.145%.00. .
THEN THE COMPANY WOULD PUT INTO THE SELF-ADMINISTERED TRUST 0% oF HIS _ SALARY EACH
YEAR, WHICH 15  $720.00 . THIS IMPROVED AT 3% INTEREST AND ASSUMING 3% GAIN
FROM HIS SHARE IN FORFEITURES ARISING WHEN EMPLOYEES LEAVE YOU WITHOUT EARNING A FULL
INTEREST IN BENEFITS PUT IN FOR THEM WOULD AMOUNT TO A ToTaL ofF $45_ 148 oo AT
HIS AGE 65. WITH THE LIFE INSURANCE CASH VALUE HE WOULD HAVE TOTAL CASH AVAlL~-
ABLE AT 65 OF $ 52L602.00 . He WOULD HAVE THE RIGHT WITH THE APPROVAL
OF THE TRUSTEES TO HAVE THIS ALL IN CASH IN WHICH EVENT HE  WOULD PAY A LONG TERM
CAPITAL GAINS TAX UPON THE GAIN. OR, MORE PROBABLY HE  WOULD WANT TO TAKE IT AS
INCOME AND AVOID THE CAPITAL GAINS TAX. He  COULD CONVERT s LIFE INSURANCE
INTO A MONTHLY PENSION INCOME FOR LIFE OF  $2235.90 AND WOULD STILL HAYE LEFT
OVER AFTER THAT CONVERSION $ 17,453.00 IN CASH. WITH SOCIAL SECURITY yjs
MONTHLY |NCOME FOR LIFE wouLD BE  $344 40 .

i

SIMILAR BENEFITS ARE SHOWN FOR ALL OTHER PARTICIPANTS. PLANS OF THIS TYPE WiLL HELP
YOU HOLD YOUR KEY PERSONNEL. BENEFITS BEING LAID UP FOR OTHER PERSONNEL NOT ELECTING
TO STAY WITH YOU WILL FLOW TO YOU AND YOUR CONTINUING EMPLOYEES. THERE JUST ISN'T

ANYTHING ELSE LIKE THIS IN THE TAX LAWS TODAY AND | AM QUITE SURE THAT YOU WILL FIND
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‘

THIS PLAN IN THE LONG RANGE.‘BEST INTEREST OF: YOURSELF, YOUR OTHER STOCKHOLDING
EMPLOYEES, YOUR BUSINESS ITSELF, AND YOUR CONTINUING EMPLOYEES.

WITH VERY BEST WISHES, | AM

EFW/pHa

P/S -1

P/s -2

CORDIALLY;

.- (ks

. CONSULTANT

THE NAT!ONAL C1TY Bank OF NEW YORK SalD "BY OFFERING OUR EMPLOYEES AN
OPPORTUNITY TO CREATE AN ESTATE IN THE BANK, WE HAVE BEEN ABLE TO GET
AND KEEP THE KIND OF EMPLOYEES ANY INSTITUTION NEEDS FOR GROWTH AND
STABILITY."

HERE 1S WHAT ERLE WHITE OF WHITE'S AuTO STORES SAYS ABOUT THEIR PROFIT
SHARING PLAN WHICH HAS BEEN IN OPERATION ABOUT TEN YEARS: ~ - "THE SUCCESS
OF ANY BUSINESS DEPENDS, I[N LARGE MEASURE, UPON THE ATTITUDE OF ITS EMPLOYEES,
THE DEGREE OF THEIR FEELINGS OF LOYALTY TO THE COMPANY; AND THE AMOUNT OF
SATISFACTION THEY DERIVE FROM THE CONDITIONS OF THEIR EMPLOYMENT.

i
IF AN EMPLOYEE CAN FEEL SECURE, S0 LONG AS HE PERFORMS HIS DUTIES WELL, IF HE
KNOWS THAT THE REWARDS FOR HIS EFFORTS ARE IN LINE WITH THE NATURE OF HIS JOB,
{F HE KNOWS THAT HE HAS AMPLE OPPORTUNITY FOR ADVANCEMENT WITHIN THE ORGANIZA-
TION AND IF HE |S AWARE OF THE FACT THAT HIS COMPANY ENCOURAGES HIM TO PROGRESS
AND, AT THE SAME TIME, MAKES GENEROUS PROVISIONS FOR HIS OWN AND HIS FAMILY'S
FUTURE SECURITY =~- THEN THAT EMPLOYEE BECOMES AN ASSET TO HIS EMPLOYER. AS
AN IND)YIDUAL, HE WILL CONTRIBUTE EVERYTHING IN HIS POWER TO THE SUCCES$S OF
"Hi1s" compaNy,™ ' :

<
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