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FEDERAL REINSURANCE OF PRIVATE PENSION
' ©PLANS i

MONDAY, AUGUST 15, 1966

U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, D.C.

The committee met, pursuant to notice, at 10:10 a.m., in room 2221,
New.dS.enate Oftice Building, Senator Russell B. Long (chairman)
presiding. e , ‘

Present: Senators Long, Smathers, Anderson, Gore, McCarthy,
Hartke, Williams, Carlson, and Curtis. . )

The Cirairyan. Today’s hearing was called to receive testimony

on S. 1575.
(The bill, S. 1575, follows:)

{S. 1575, 89th Cong., 1st sess.]

A BILL To establish a self-supporting Federal reinsurance program to protect employees
in the enjoyment of certain rights under private pension plans

Be it enacted by the Senate and House of Representatives of the United States
of America in Congress assembled, . .

SHORT TITLE

Secriox 1. This Act may be cited as the “Federal Reinsurance of Private
Pension Plans Act”.

DEFINITIONS

SE0. 2. As used in this Act—

(a) The term “pension fund” means a trust, penston plan, or other program
under which an employer undertakes to provide, or assist in providing, retire-
ment benefits for the exclusive benefit of his employees or their heneficiaries.
Such term does not include any plan or program established by a self-employed
individual for his own benefit or for the beneflt of his survivors or established
by one or more owner-employees exclusively for his or their benefit, or for the
benefit of his or their survivors. ’

(b) The term “eligible pension fund” means a pension fund which meets the
requirements set forth in section 401 of the Internal Revenue Code of 1954 with
respect to qualified pension plans.

(e¢) (1) The term “Insured pension fund’” means an eligible pension fund which
has been in operation for not less than three years and, for each of such years,
has met the requirements set forth in subsection (b) and has been insured under
the program established under this Act. :

(2) Any addition to, or amendment of, an insured pension fund shall, if such
addition or amendment involves a siginficant increase (as determined by the
Secretary) in the unfunded liability of such pension fund, be regarded as a new
and distinct pension fund which can become an “insured pension fund” only
upon compliance with the provisions of paragraph (1) of this subsection.

ESTABLISHMENT OF INSURANCE PROGRAM

Seo. 8. There is hereby established in the Department of Health, Education,
and Welfare a program to be known as the Federal insurance program for private

1



2 FEDERAL REINSURANCE OF PRIVATE PENSION PLANS

pension plans (hereinafter referred to as the “program’”). The program shall be
-administered by, or under the direction and control of, the Secretary.

CONTINGENCIES INSURED AGAINST UNDER PROGRAM

Beo, 4. (8) The program shall insure (to the extent provided in subsection
(b)) beneflclaries of an insured pension fund against loss of benefits to which
they are entitled under such pension fund arising from-—

(1) failure of the amounts contributed to such fund to provide benefits
anticipated at the time such fund was established, if such failure is attributa-
ble to cessation of one or more of the operations carried on by him in one
or more facilities of such employer; or

(2) losses realized upon the sale of Investments of such fund if the saic
is required to provide benefits payable by such fund.

(b) The rights of beneficiaries of an insured pension fund shall only be
insured under the program to the extent that such rights do not exceed—

(1) in the case of a right to a monthly retirement or disability benefit
for the employce himself, the lesser of 50 per centum of his average monthly
wage in the five-year period for which his earnings were the greatest, or $500
per month; .

(2) in the case of a right on the part of one or more dependents, or
members of the family, of the employee, or in the case of a right to a lump-
sum survivor benefit on account of the death of an employee, an amount found
by the Secretary to be reasonably related to the amount determined under
subparagraph (1).

In the case of a periodic benefit which is paid on other than a monthly basis,
the monthly equivalent of such benefit shall be regarded as the amount of the
monthly benefit for purposes of clauses (1) and (2) of the preceding sentence.

(c¢) If an eligible pension fund has not been insured under the program for
each of at least the three years preceding the time when there occurs the con-
tingency insured against, the rights of beneflclaries shall not be insured and
in Heu thereof the contributions made on behalf of such pension fund during
such period shall be returned to the pension fund. i

PREMIUM FOR PARTICIPATION IN PROGRAM

Sec. 5. (a) Each eligible pension fund may, upon application therefor, obtain
insurance under the program upon payment of such annual premtum as may be
established by the Secretary. The Secretary shall establish separate premium
rates for insurance against each of the contingencies described in section 4(a) (1)
und section 4(a) (2). In establishing such premium rates for insurance against
the contingency described in section 4(a) (2), the Secretary shall provide that the
rate shall vary, to whatever extent is appropriate, for different classes of invest-
ments. Premium rates established under this section shall be uniform for all
pension. funds insured by the program and shall be applied to the amount of the
unfunded obligations and assets or class of assets, respectively, of each insured
pension fund. The premium rates may be changed from year to year by the
Secretary, when the Secretary determines changes to be necessary or desirable
to give effect to the purposes of this Act; but in no event shall the premium rate
established for the contingency described in seetion 4(a) (1) exceed 1 per centum
for each dollar of unfunded obligations, nor shall the aggregate premium payable
by any insured pension fund for the contingency described in section 4(a) (2)
exceed one-quarter of 1 per centum of the assets of such fund.

(b) The Sccretary, in determining premium rates, and {n establishing formulas
for determining unfunded obligations and assets of pension funds, shall consult
with, ans(; be guided by the advice of, the Advisory Council (established by
section 8). :

(e) If the Secretary (after consulting with the Advisory Council) determines
that, because of the limitation on rate of premium established under sub-
section (a) or for other reasons, it is not feasible to insure against loss of rights
of all beneficlaries of insured pension funds, then the Secretary shall insure the
rights of heneficiaries in accordance with the following order of priorities—

First: individuals who, at the time when there occurs the contingency
insure? against, are receciving benefits under the pension fund, and Indi-
viduals who have attained normal retirement age or if no normal retirement
age is fixed have reached the age when an unreduced old-age benefit is
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payable under title II of the Soclal Security Act, as amended, and . who
are eligible, upon retirement, for retirement benefits under the pension fund }

Second : individuals who, at such time, have attained the age for early
retirement and who are entitled, upon early retirement, to early retirement
benefits under the pension fund; or, if the pension fund plan does not
provide for early retirement, individuals who, at such time, have attained
age sixty and who, under such pension fund, are eligible for benefits upon
retirement; :

Third : individuals who, at such time, have attained age forty-five ;

Fourth: individuals who, at such time, have attained age forty; and

Fifth: in addition to individuals described in the above priorities, such
other individuals as the Secretary, after consutting with the Advisory Coun-
ci), shall prescribe.

(d) Participation in the program by a pension fund shall be terminated by the
Secretary upon failure, after such reasonable period as the Secretary shall pre-
scribe, of such pension fund to make payment of premiums due for participation
in the program. Participation by any pension fund in the program may be ter-
minated by such fund at any time by giving not less than sixty days’ notice of
termination to the Secretary.

REVOLVING FUND

SEc. 6. (a) In carrying out his duties under this Act, the Secretary shall estab-
lish a revolving fund into which all amounts paid into the program as preminms
shall be deposited and from which all liabilitles incurred under the program
shall be paid.

(b) The Secretary is authorized to borrow from the T'reasury such amounts
ag may be necessary, for deposit into the revolving fund, to meet the liabilities of
the program. Moneys borrowed from the Treasury shall bear a rate of interest
determined by the Secretary of the Treasury to be equal to the average rate on
outstanding marketable obligations of the United States as of the perlod such
moneys are borrowed. Such moneys shall be repald by the Secretary from pre-
miums paid into the revolving fund.

(c) Moneys in the revolving fund not required for current operations shall be
invested in obligations of, or guaranteed as to principal and interest by, the
United States. .

AMENDMENT TO INTERNAL REVEN UE CODE

Sec. 7. (a) Section 401(a) of the Internal Revenue Code of 1054 (relating to
definition of qualified pension and other similar plans) is amended by adding at
the end thereof the following new paragraph:

“(11) Notwithstanding the preceding provisions of this subsection, no
pension fund which, for any taxable year Is insurabie under the Federal
Reinsurance of Private Pension Plans Act, shall be a qualified pension plan
under this section if such fund is not insured for such year under the pro-
gram established under such Act.”

(b) Section 404(n) (2) of such Code (relating to deductibility of contributions
to en:oloyees’ annuities) is amended by striking out “section 401(a) (9) and
{10)" and inserting in lleu thereof ‘“section 401(a) (9), (10), and (11)”.

(¢) The amendments made by this section shall be effective with respect to
taxable years which begin not less than six months after the date of enactment
of this Act.

ADVISORY COUNCIL

Sec. 8. (a) Thera is hereby created a Federal Advisory Council for Insurance
of Employees’ Pension Funds (hereinafter referred to as the “Advisory Coun-
cil”), which shall consist of nine members, to be appointed by the President,
by and with the advice and consent of the Senate. he Presldent shall select,
for appeintment to the Council, individuals who are, by reason of training or
experience, or both, familiar with and competent to deal with, problems involv-
ing employees’ pension funds and problems relating to the insurance of such funds.
Members of the Council shall be appointed for a {erm of two ycars.

{(b) Members shall be compensated at the rate of $100 per day for each day
they are engaged in the duties of the Advisory Council and shall be entitled
to reimbursement for traveling expenses incurred in attendance at meetings
of the Council. The Advisory Council shall meet at Washington, District of
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Colunibia, upon call of the Secretary wha shall serve as Chairman of the Council,
lfeétings shall be called by such Chairman not less often than-twice each year.

. (e) It shall Le the duty of the Advisory Council-to. consult wlth and advise
the Secretary with respect to the admlnlstmtlon of this- Act. }

(Departmental commentsonS 1575 follow:) "~ o -":"

BUREAU OF THE Bunom-.
August 12, 1966.

Hon, RusseLL B. Loxg, ’
Chalrman, Committee on Finance,

U.8. Senate, New Senate Ofice Building,
Washington, D.C.

Dear MR. CHAIRMAN : This is in response to your request of March 29, 1965,
for the views of the Bureau ‘of the Budget on S. 1575, a bill “To establish a self-
supporting Federal reinsurance program to protect employees in the enjoyment
of certain rights under private pension plans.” :

The report of the President’'s Cominittee on Corporate Pension Funds and
Other Private Retlrement and Welfare Programs issued January 15, 1965, made
it clear that the public interest in private pension plans is great because of their
role in providing economic security to millions of Americans and because of their
impact on labor mobility and manpower policy.

The President’s Committee, which included representatives from the’ Bureau
of the Budget, identified as in need of attention and improvement the areas of
safeguarding and funding of benefits, vesting benefits, and transferring bene-
fits. Among these areas the Commlttee discussed several possible types of
insurance and specifically noted (pp. 57-58) the problems which arise when
terminated pension plans leave worgers unprotected.

S. 1675 would establish a system of insurance for pension plans as a condition
for continued favorable tax treatment. The beneficlaries of a pension plan would
be insured against loss of benefits caused by cessation of some of the operations
of the employers, and losses incurred upon the sale of pension fund investments.

The aunual preminm rates for the above contingencles would be limited to
maximums of 19 and 34 of 1% respectively. If the premiums were inadequate
to cover losses, then the benefits would be limited to various priority groups and
the Secretary of Health, Education, and Welfare could also borrow from the
Treasury to meet these liablllties.

The development of an insurance approach to pool risks among all pension
plans would appear to merit exploration as part of the broader effort to
strengthen the protection afforded by pensions., However, S, 1675 raises a num-
ber of problems or questions for which there do not appear to be available at
present adequate answers or solutions. Among these are the following:

1. What risks are appropriate to cover through insurance and which ones are
intended to be insured under the present bill? The bill conceivably would re-
quire the Government to pay losses incurred beca use of poor management, changes
in corporate structure, etc.

2. Should not premiums be structured by different degrees of risk? The bill
prevents adjusting the premium rate, except brlow 195. Thus, the premium pro-
visions do not provide an incentive for plan managers to correct situations which
would result in defaults.

3. Would limiting the premium to only 1¢, lead companies with better funied
plans to reduce their contributions to them and thus reduce the level of their
funding? This could happen because the reinsurance at a low premium rate
would remove the pressure to build up reserves against future liabilities in
pension funds. Protected by reinsurance at a low rate, these funds might be
invested in other ways.

4. What alternative solutions, such as standards for funding, for discharge
of fiduciary obligations or for investment of funds might accomplish some of the
same objectives?

b. Is it not unusual to design a reinsurance system and fund which apparently
contemplates the fallure to cover the systemy’s liabilities? Might not the in-
clusion of borrowing authority from the Treasury lead to demands for outright
subsidy of the pension plans?

\Iuny of the problems in the private pension fleld, especlally the question of
insurance, are difficult of solution, because of the dearth of statistical informa-
tion on pension programs. Nor are the data available to provide a basis for
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setting - premiums accurately. There are thus not ‘available at this time the
baslc data necessary.to properly evaluate reinsurance proposals. The executive
branch is now working tg fill some of thesegaps. = :, . - - e

The Bureau of the Budget belleves that exploration of insurance protection
for private pensions is desirable. However, for the reasons indicated above,
we recommend that action on 8. 1575 be deferred until the necessary information
can be developed and evaluation of related alternatives completed.

Sincerely yours, : .
WiILFRED H, ROMMEL,

Assistant Director for Legislative Reference.

DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE,
) L , August 17, 1966.
Hon. RusseLL B, Loxa, )
Ohairman, Committee on Finance,
U.S. Senate, : .
Washington, D.O. . :

DEAR MR. CHAIRMAN : This letter is in response to your request of April 12,
1966, for a report on 8. 1575—To establish a self-supporting Federal reinsur-
ance program to protect employees in the enjoymient of certain rights under
private pension plans.” ‘ '

Under this bill, in order to receive continued favorable tax treatment a quall-
fled pension plan would be required to pay reinsurance premiums. The bene-
ficlarles of such a pension plan would, after three years, be insured up to a
specified limit against loss of pension benefits to which they are entitled, if such
losses are attributable to insufficient plan resources resulting from either of
the following two contingencies: :

A.l Cessation of one or imore of the operations in one or more facilities of the
employer.

B. Losses incurred upon the sale of pension fund investments if the sale is
required to provide benefits payable.

Anmal premfum rates could not exceed one percent of an “Insured pension
fund’s” unfunded obligations for contingency (A), and could not exceed one-
fourth of one percent of a pension fund’s assets for contingency (B). If the
premiums are inadequate to pay all losses, then the insurance would be limited
to beneflciaries in the upper priority groups established by the bill.

The reinsurance program would be administered by, or under the direction
and control of, the Secretary of Health, Education, and Welfare. 'The Secretary,
along with an Advisory Council (appointed by the President), would be specifi-
cally responsible for (1) establishing formulas for determining unfunded obliga-
tions and assets of private pension funds; (2) establishing separate premium
rates for each contingency insured against; and (3) establishing a revolving
fund into which all premium income will be paid and from which benefit dis-
bursements will be made.

Notification of persons eligible for reinsurance benefits would presumably
be accomplished through coordination of the program with social security rec-
ords, although the bill is not explicit on this point.

While it is generally agreed that the intent of the proposed bill has consider-
able merit, a number of technical uncertainties concerning speciflc provisions of
the bill remain unresolved. Moreover, in its present form the bill contains a
numbher of shortcomings, especially with regard to controls, the calculation and
assessment of premium rates, and the indefinite nature of the protection provided.
Any workable insurance system must contain provisions that precisely define
the risk or risks covered, the financing arrangements and their relationship to
the protectlon provided, and the controls necessary to provide safeguards against
imprudent operation and maniputation.

We would suggest that the following questions raised by the bill be given
further study:

(1) To what extent are the types of risks covered in the dill insurable? With
respect to contingency (A), since the operations of a business can cease for &
variety of reasons, it may be desirable to differentiate among the causes of termi-
nation. For example, the risks covered by the bill, as now written, include events
that may be subject to control by the employer, such as sales or mergers. The
risk covered by contingency (B) involves a high degree of individual selection—
that involved In choice of investments and timing of liquidation. Even it such
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a risk.is considered ‘hisurable, it is possible to: provide SucH' insurance: without
imposing investment and ‘funding standards additional 'to those very: limited
standards now imposed? Further, what would be the effects of more sp'!ngent
standards on the future development of private pension plans? o -

(2) Is it feasible to calculate premiums under the formulas- wsed {n the bily
With respect to contingency (A), the bill uses as a'basis for caletilating premiums
the unfunded Hability. Generally, the size-of an-anfunded: llability can vary
according to the actuarial funding formulas and the actuarlal assumptions em.
ployed in calculating it. ' It is questionable whether the unfunded liability, by
itself, is a reasonable and feasible basis for caleulating premiums since there
are many variables that influence the risk of business failure. With respect to
contingency (B), the bill provides for calculation of premium rates in relation
to a pension fund’'s assets. The latter, however, vary according to the quality
of the portfolio and the amount of equities owned. It would be very difficult to
calculate a premium that would accurately reflect the soundness of different types
of investment. !

(3) What alternative solutions are there to the prodlem. of pension fund losses,
particularly losscs due to the risk of business failure? For example, what are the
possibilities of some kind of pooling of the risk. perhaps on an assessment basis,
either in conjunction with reinsurance or other methods?

Questions of this nature will be’ discussed:in a series of meetings that the
Executive Branch through an interagency task force on private pension plans
is holding this summer and fall with nongovernment technicians. At these
nmeetings, a number of closely-related public policy issues, such as those dealing
with vesting and funding standards, will be discussed. These issues should be
considered concurrently with the question of reinsurance.

We think that it would also be useful to have additional information, now being
collected, on such matters as the experience of terminated plans and the extent
to which plans are funded, before action is taken on 8. 1575. :

We. therefore, recommend deferral of action on 8. 1575 until there has been an
opportunity to analyze the results of these discussions and studies.

We are advised by the Bureau of the Budget that there is no objection to the
presentation of this report from the standpoint of the Administration’s program.

Sincerely, )
WILBUR J. COHEN,
Under Secretary.

U.S. DEPARTMENT OF LAROR,
Washington, August 4, 1966,
Hon. RusseLL B. LoONG,
Ohairman, Commititee on Finance,
U.S. Senate, Washington, D.O. _

DEAR Mgr. CHAIRMAN : This is in response to your request for a report on S,
1575, the “Federal Reinsurance of Private Pension Plans Act.”

Millions of workers and their dependents now rely on private pension plans
to help meet the financial needs of their later years. Unfortunately, each
year a number of these plans are unable to meet their obligations. 8. 15675
reflects a constructive attempt to provide limited protections for the bene-
ficiaries of certain pension funds through a system of reinsurance. There may
be other approaches. This bill provides your Commitlee with a useful op-
portunity to consider the problem areas and the means for arriving at a solution.

Thé Department of Labor strongly supports the efforts being made by your
Committee to deal with the many difficulties in this area. As you know, the
President’s Committee on Corporate Pension Funds and Other Private Retire-
ment and Welfare Programs has also been considering reinsurance and other
proposals looking towards the improvement of private pension plans. In its
1965 report, the Committee suggested that further study be given to various
aspects of reinsurance proposals.

Among those matters which should be considered are: (1) reasons for termi-
nation of plans (2) types of risks to be covered under a reinsurance program (3)
equitable methods of calculating premiums to insure such risks (4) possible
funding and investment standards which should be applicable to covered
plans in order to assure a minimum of risk to the tntegrity of reinsurance pro-
grams (5) other means besides reinsurance to protect pension plan benefieiaries.

Studies are already under way in some of tliese areas. The Department of
Labor’s Bureau of Labor Statistics and the Internal Revenue Service are now
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conducting a study of the reasons for the termination of pension plans and the
number of plan_participants involved in such terminatfons. ' In‘addition, an
interagency task force is'in the procéss of meeting with representatives of various
groups outside the Governnjent to examine a broad range of problems related to
the sound adminlStratlon of private pension plans, including the matter of
reinsurance. Other studies will be necessary. '

This Department believes that the development of adequate legistation as-
suring protections to the bLeneficlaxles of private pension plans is essential. We
will provide the fullest ’degree of cooperation and assistance to your Comnittee
in working out some of thé difficulties in this'area.

The Bureau of the Budget advises that there is no objection from the stand-
point of the Administration’s program to the submission of this report.

Sincerely,
W. WiLtARp WiRTZ,

* Secretary of Labor.

TREASURY DEPARTMENT,
Washington, D.C., August 12, 1966.

Hon. RusseLL B. Lonag,
Chairman, S8enate Finance Committee,
U.S. Senate, Washington, D.O. .

DEeAPr. MR. CiAIrMAN ¢ This is in response to your request for the views of the
Treasury Department on 8. 1575, “A BILL To establish a self-supporting Federal
reinsurance program to protect employees in the enjoyment of certain rights
under private pension plans.”

Generally speaking, the bill would establish an insurance program to protect
beneficiaries of private pension plans against certain types of risks. Adminis-
tered by the Department of Health, Education, and Welfare, the program is to be
financed by contributions by the member pension plans. The premium rates are
(subject to specified maximum limits) to be set by the Secretary of the Depart-
ment of Health, Education, and Welfare with the advice of an advisory council
to be established under provisions of the bill. The program ix to insure the
beneficlaries of pension plans against loss of plan benefits arising from: (1)
fallure of the amounts contributed to the plan to provide anticipated benefits due
to the cessation of one or more of the operations in one or more facilities of the
employer; or (2) losses realized upon the sale of investments if the sale is
required to provide benefits payable by the plan. )

The bill provides that benefits will be insured only to the extent of the lesser
of $500 per month or 50 percent of the beneficlary’s average monthly wage in the
five-year period for which his earnings were the greatest. In the event that the
fund’s resources are not sufficient to meet all claims against it, the resources
available are to be applied to the discharge of obligations in accordance with a
schedule of priorities set out in the bill, based chiefly on the age of the
beneficiarles. ‘

To encourage participation in the insurance program, the bill would deny tax
qualification under section 401 of the Internal Revenue (Code to any pension plan
which Is not insured under the program.

The Treasury Depavtment supports the objective of 8. 1575. 1t ngrees with
the conclusion in the Report of the President’s Committee on Corporate Pension
FFunds that:

“The value of private pension plans as a socially desirable supplemen: to the
publie retirement system depends on the degree to which accumulated funds are
sufficlent to pay the pension benefits of workers as they reach retirement. ‘This
fe a matter of utmost public importance.”

A program which would assure employees of receiving their acerued benefits
on the termination of a pension plan would, in the opinion of this Department,
be a meaningful step in strengthening the private retirement system in this
regard. To this end, the President’s Committee recommended, and this Depart-
nment agrees, that serious study be given to consider whether a system of insur-
ance would accomplish this objective. If so, the Treasury Department belleves
that conditioning a plan’s tax qualification on its participation in such an insur-
ance program is an appropriate method for encouraging plans to adopt the
program.

On the other hand, as the Report of the President’s Committee recognizes,
the development of such an insurance program raises a number of difficult ques-
tions. Since many of these questions are not within the particular competence
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of the Treasury Department, we are not in a position to make a'judgment as to
whether the program contained in 8. 1575 is an a énfoprlat‘e solution. A
The Treasury Department does believe, however, that there dre certain gulde-
lines which should be followed in developing any insurance program of the type
envisioned by the bill. First, we¢ belleve that such an insurance program cannot
be considered independently of the question of what funding standards should
be applied to private retirement plans., In this regard, the Report of the Presi-
dent’s Committee contains a series of recommendations for improving the funding
of private retirement plans as well as for verifylng that the funding standards
are, in fact, met. An insurance program without adequate funding requirements
could well operate to encourage employers to rely on the fnsurancé rather than
on prudent funding, especially if the insurance premiums were significantly less
than the costs of adequate funding. If reliance on the insurance were to be-
come a wldespread practice, the whole program could well become self-defeating,
Moreover, it is essential that the type of risks to be covered by the insurance
be carefully defined in order to prevent the possibility of corporate maneuvering
to shift plan liabilities to the insurance program. In addition, we note that the
Departments of Labor and Health, Education and Welfare have raised a number
of other issues including questions regarding investment standards; the deter-
wination of insurable risks; and the adequacy and method of calculation of the
insurance premiums, including the problem of rating varlous types of risk.
The Treasury Department wou'd be happy to cooperate in the study of an
insurance system as well as in the developinent of sound funding standards
for private retirement plans. In this regard, the Internal Revenue Service is
presently participating with the Department of Labor in compiling information
on the reasons for plan terminations and the number of plan participants who
lose benefits by virtue of terminations. Moreover, the Treasury Departizent
is represented on an interagency task force which has scheduled meetings with n
number of interested private groups to discuss some of the proposals included in
the Report of the President’s Committee. One of the topics on the agenda for
these meetings is the matter of insuring employees against loss of benefits on
termination of the plan.
The Bureau of the Budget has advised the Treasury Department that there
is no objection from the standpoint of the Administration’s program to the
presentation of this report. .

Sincerely yours, -
StaNLRY S. SURREY,
Assistant Secrctary.

The Cuamaran. This bill would establish an insurance program to
protect workers covered by private pension plans from loss of their
pension rights where an employer terminates a business or where the
pension plan investments turn bad. .

We have all heard of the tragic events in South Bend, Ind., when the
Studebaker plant closed and its pension plan terminated. Assets In
the pension fund were sufficient to provide only a fraction of the auto
workers involved with the pension rights they had earned. Many
of the former workers received nothing. ) .

Less snectacular but perhaps equally distressing to the affected
workers has been the termination of nearly 7,000 pension plans in the
last 12 years. o . )

These pension plan shutdowns raise serious questions regarding
vesting of pension rights and adequacy of their funding. S. 1575 does
not get at these issues directly, but it does present a possible approach,
which it is appropriate to explore, to assure that workers actually get
the nension henefits they earn., - .

We are fortunate to have as our first witness the Secretary of Labor,
the Honorable W. Willard Wirtz. We know of the many hours you
have worked to help end the airline strike now entering its 39th day,
Mr. Wirtz, and we appreciate that your taking time from that serious
business indicates the importance you attach to the issue before the
committee. Now I suggest that you proceed in-your own fashion.
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STATEMENT OF HON. W. WILLARD WIRTZ, SECRETARY OF LABOR
ACCOMPANIED BY MISS EDITH COOK, ASSOCIATE SOLICITOR;
PETER HENLE, DIRECTOR OF SPECIAL PROJECTS, BUREAU OF
LABOR STATISTICS; DONALD LANDAY, CHIEF, EMPLOYEE BENE-
FITS BRANCH, BUREAU OF LABOR STATISTICS; AND JACK BAL-
LARD, ASSISTANT DIRECTOR FOR REPORTS AND ANALYSIS,
OFFICE OF LABOR-MANAGEMENT AND WELFARE-PENSION

REPORTS

Secretary Wirtz. I will proceed to tell you that agreement was
- reached at 6: 20 this morning.

The Caamyan. The strike is still not terminated, though, is it4

Secretary Wirrz. Thank you, Mr. Chairman, members of the com-
mittee. There are with me this morning Miss Edith Cook, our Asso-
ciate Solicitor; Peter Henle, Director of Special Projects of the Bu-
reau of Labor Statistics; Mr. Donald Landay, Chief of Employee
Benefits Branch, Bureau of Labor Statistics; and Mr. Jack Ballard,
Assistant Director of Reports and Analysis, Office of Labor-Manage-
ment and Welfare-Pension Reports.

I have, Mr. Chairman, a statement which has been filed with the
committee. It is my usual })mctice only to try to summarize it for
you. I am frank to say my head is tireder than my mouth right now
and I suspect I will be better off if I just read through this if that is
all right with the committee.

The CHaryaN, All right.

Secretary Wirrz, We are at the start, as the President has said, of
“a great new era for older Americans,” when we are beginning to
recognize “the right to an adequate income,” “the right to a decent
home,” and “the right to a meaningful retirement.” The private pen-
sion system is a vital element in the achievement of these rights.

This is a matter of personal financial security for millions of indi-
viduals. Annual benefit payments from these plans now total some
3 billion—to almost 3 million beneficiaries. By 1980, coverage of
these plans is expected to increase from the approximately 25 million
employees now covered to ab.ut 42 million. Over the same period, the
present $85 billion held in these funds will probably ﬁrow to $225 bil-
lion. Mr. Chairman, members of the committee, we have gotten used
to figures so large that their impact is sometimes lost on us. I can
only point out that these are figures of magnitude which in my judg-
ment warrant the country’s most serious attention to this problem.

These facts make it plain that the Nation, as a whole, has a major
stake in the private retirement system. Although no public funds are
utilized directly to finance private pensions, practically all private
plans have met the qualifications for special income tax treatment. As
a recult, & given pension system can be financed by a 30-percent-lower
rate of contributions. The burden of these tax reductions is, of course,
shifted to other taxpayers. Private retirement plans, moreover, rep-
resent a force of substantial magnitude in the financing of the econ-
omy, the mobility of labor, and the later lives of the plan participants,

These important considerations require a continuing public concern
with the operations of private pension plans. Congress has already
demonstrated this concern in enacting various provisions of the Tax -
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Code, the Labor Management Relations Act, the Securities Exchange
Act, and the Welfare and Pension Plans Disclosure Act.

More recently, the public stake in the private pension plan system
was emphasized when the President estabﬁshed in March 1962 a Com-
mittee on Corporate Pension Funds and Other Private Retirement and
Welfare Programs. I have had the privilege of serving as Chairman
of this interagency Committee which looked into a broad range of
problems relating to private welfare and pension plans. In its Janu-
ary 1965 report, the Committes recommended a number of measures
to strengthen the private pension system. I should like to interrupt,
My, Chairman and members of the committee, to pay my respects to
that Committee with which it was my pleasure to work. It is a Com-
mittee which has taken its assignments more seriously than any other
which it has been my privilege to work with while I have been in the
Government. It reached unanimous conclusions on every single point.
It favored, for example, strengthening the minimum standard for
funding and introducing a standard for vesting. It went on to suggest
that a system of insurance to protect beneficiaries in the event of plan
termination was “worthy of serious study.” That appears at page 58
of that report which I should like to offer as part of the record before
this committee, identifying it as “Public Policy and Private Pension
Programs,” a report to the President on private employce retirement
plans by the President’s Committee, for such disposition as the com-
mittee may care to make of it. ) )

(The report, “Public Policy and Private Pension Programs,” was
filed with the committee.)

This hearing is concerned with a specific proposal to enact such a
system of insurance. It is aimed at providing protection for bene-
ficiaries in the event the pension plan is terminated without sufficient
funds to meet accumulated pension obligations. To the breadwinner
who has planned his retirement in the expectation of regular pension

ayments, the failure to fulfill these payments is obviously a crushing
E]ow to his hopes, his plans, and his aspirations. I would like to com-
mend this committee for these hearings, for inquiring into a matter
which is at once highly complex and highly charged with the public
interest.

It is clear that many plans do not now afford beneficiaries adequate
protection against the loss of their accrued benefits. Employers cus-
tomarily reserve the right to discontinue contributions at any time
and do not assume contractual linbility for any deficiency if the assets
in the fund are not adequate to pay the henefits under the plan, If
the plan is terminated for any reason, the employer has no further obli-
gation to contribute to the fund. o _ ‘

Union agreements may somewhat minimize these risks. Multi-
employer agreements, for example, typically provide for a fixed rate
of contributions, such as 10 cents an hour or 3 percent of payroll.
Single employer plans, on the other hand, may require that a specified
funding plan be followed to provide certain henefits—normal cost plus
amortization of past service costs over 30 years just as an example.
Yet in all these instances, the employer’s obligation ceases when and
if the plan should terminate.

Iet me illustrate the problem by referring to the experience of the
pension plans of a few prominent concerns. In general, these plans
were oj;erated in the same prudent manner as those of other highly

T ES
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respected corporations. Yet, in each-case the plan termination left
many employees without the retirement prctection on which they had
been relying. You have already referred, Mr.  Chairman, to what
is the classic example, the 1964 closing of the South Bend, Ind., plant
of the Studebaker Corp. In this instance, the available assets were
adequate to assure all eligible participants of full pension payments.
However, these payments so depleted the fund’s assets that employees
with vested rights—those between ages 40 and 60 and with 10 years
of service—received lump sum payments that were equal to only 15
percent of their accrued benefits. No payments were made to the re-
maining participants.

A simlar situation occurred when the Packard Motor Co. shut
down its Detroit plant in 1955-56 and terminated its plan in 1958,
The Steelworkers union has listed 30 plans that have terminated owin
to plant closings. in the past half-dozen years. They include such
plants as Superior Steel in Pittsburg and Atkins Saw in Indianapolis.

To. help meet the problem of plan failures owing to bankruptey,
the Department of Labor has, for a number of years, actively support-
ed legislation which would treat payments due to funds or plans as
wages for the purpose of the Bankruptey Act. Such treatment would
entitle these obligations to a limited priority under that act. While
legislation of this type might be helpful, it is obviously an answer
to only a very small part of the problem. The law could be brought
to bear only if the employer had an outstanding legal obligation to
the fund. Little benefit would be derived if the employer’s assets were
insufficient to meet even its priority debts. And, in almost all termi-
nations, the problem is not that employers are delinquent in their
payments to the fund but rather that the fund’s assets, including any
such delinquencies, are not sufficient to pay the accumulated pension
obligations.

The Welfare and Pension Plans Disclosure Act, which the Depart-
ment of Labor administers, is of limited usefulness, too, in this area.
As important as this law is, it affords little or no protection against
failures due to discontinuance of operations by an employer, poor
business judgment, decline in value of fund assets, or other such causes.
The act specifically denies the Secretary of Labor any authority “to
regulate, or interfere in the management of, any employee welfare or
pension benefit plans,” except for the limited purpose of inquiry into
investments and actuarial assumptions, under special procedures and
on presumption that the act has been violated.

The legislation which you are considering today, S. 1575, is a serious,
constructive attempt to deal with these difficulties and to provide
beneficiaries of private pension plans with limited protection through
a Federal reinsurance program. For this and other reasons alread
stated, I wholeheartedly endorse the purposes and objectives of this
bill.

In considering this proposal, it is important to keep in mind that
there are often no perfect solutions to difficult problems. Until others
come up with better answers, this bill, honestly put as it is, is as much
entitled to the field of our consideration as any other proposal aimed
at correcting these obvious ills.

In discussing this issue, it is important. for the committee to keep in
mind that this proposal is aimed at providing an important aspect of
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protection to plan participants; namely, protection in the event of the

lan’s termnination. There are, however, additional public {)olicy
1ssues closely related to this problem. Among these are possible dis-
crimination in coverage of the plan, protection against a plan’s failure
to provide benefits for lack of vesting, inadequate funding, and pos-
sible abuse of fiduciary responsibility in the management of pension
funds. The present proposal, therefore, must be viewed as one possible
step toward providing additional protection for plan participants, but
it is by no means the only step which should be considered.

The difficulties in the path of developing a feasible system of insur-
ance for private pension plans are many. The bill before you makes
an admirable attempt to meet a number of these problem areas. Yet
its provisions do raise some complex issues which require further
study and discussion. I would like to refer to a few.

Perhaps the most important problem area involves the question of
standards. If the Federal Government were to take upon itself the
obligation of insuring private pension funds, compliance with certain
minimum operating standards would appear to be required. Without
standards to assure adequate funding, prudent investment practices,
and competent, honest management of these plans, a reinsurance pro-

m could have the effect of subsidizing imprudent procedures and
nadequate funding.

It is important to recall that other, somewhat analogous, Federal in-
surance programs embody necessary controls or standards. The Fed-
eral Housing Administration, for example, does not insure mortgages
unless both the borrower and the property meet certain minimum
standards. Similarly, the Federal Deposit Insurance Corporation and
the Savings and Loan Insurance Corporation have standards that
loans and investments must meet in order that banks and savings and
loan associations may continue the insurance of their deposits.

Another question concerns the appropriate rate structure. The
proposed legislation covers losses attributable to cessation of either
part or all of an employer’s operations and losses which occur when
1nvestments must be sold to pay benefits, There is little information
available indicating how the risk of loss varies for these perils among
types of employers and types of plans. It seems desirable that any
rate structure reflect these differences in risk.

Other questions arise with respect to S. 1575. For example, it
provides for termination of insurance protection whenever a plan
or its operation fails to comply with basiec requirements of the insur-
ance system. The consequences of any such termination of insurance
protection would, of course, fall most heavily upon the beneficiaries.
Other methods of enforcing compliance should be seriously con-
sidered.

These are some of the problem areas which would appear to require
additional study. In some areas, a start toward such study is being
made. The Department of Labor, in cooperation with the Internal
Revenue Service, has undertaken a special study of plan termina-
tions aimed at identifying more closely the reasons for termination
and their prevalence. I can give you, if you are interested, Mr.
Chairman and members of the committee, just some of the prime indi-
cations of the study as it has already been undertaken but they will
perhaps be very preliminary and inconclusive. An interagency task

-+
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force is currently exploring problems affecting ;l)rivate pension plans.
This group has planned a.series of meetings with various groups out-
side of Government, including representatives of business, labor, and
interested professional groups, to discuss a full range of probiems,
including reinsurance proposals.

Iet me emphasize that these efforts currently underway can only
serve as a starting point. By themselves, they cannot provide sufti-
cient -information to formulate an effective reinsurance program.
Further studies will undoubtedly be necessary. The Department of
Labor intends to pursue these efforts with all due dispatch and to
the limit of its available resources. We will work in collagomtion with
other Federal agencies concerned—especially the Treasury Depart-
ment—and will provide the fullest cooperation to your committee in
the development of legislative proposals.

Our efforts will be strengthened by the concern this committee is
displaying by holding these hearings. We recognize full well the
key role which the private pension system is playing in assuring
retirement security to millions of employees. In general, this system
has operated effectively, efficiently, and honestly. However, its con-
tinued success must not be jeo ardized by certain weaknesses which
not only may lead to the loss of retirement protection for many indi-
viduals, but also may undermine the public’s confidence in the promise
of the private pension system.

Thank you, Mr. Chairman.

The CuamrmAaN. Thank you, Mr. Secretary. As I understand it,
at present you are not in a position to recommend just precisely how
such a reinsurance program should work.

Secretary Wirrz. That is correct, Mr. Chairman.

The Cuamstan, There are two objectives of the Ipension plans.
One of them is to assure additional security for employees and the
other to try to assure for management a stable labor force. Insofar
as the first objective is concerned, we could very well ask that there be
seme type of requirement or some ¢, dpe reinsurance program to protect
them against closing of a plant, could we not ¢

Secretary Wirtz. That is correct.

The Cuuamaan. Now, with regard to the second objective, it is more
difficult, it would seem to me, and I imagine you would agree, to
insist. that that plan be worked out so a man retains his rights even
though he does go to a different corporation and work somewhere
else.

Secretary Wirtz. Yes. That is a very involved point of economic
and social interest, both. There is on the one hand the interest to
which you refer, in retaining employees. There is on the other hand
the very general interest today in trying to take full account of the
increased mobility of labor which is required in an economy that is
moving as fast as ours is today. Kach day there are, we do not know
exactly, some 25,000 to 50,000 new hires and shifts of people from
one place to another. When you come to consider the vesting pro-
visions of these pension systems, you would run very squarely into
that problem or that consideration, the mobility of labor.

The Cramaan. In view of the fact that we give these pension plans
a very speocial tax advantage, we do have something of a moral right
to require that they meet certain standards. I take it you do feel

68-241—06——2
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that something should .be done but.you.are not. ready. to.recommend
precisely whatitoughttobe vy i 0 7 e
. Seoretary Wikrtz. Yes. . That is right.. I:think it.would: be help-
fuly Mr. Chairman, i£.I suggest that part o the, difficulty yye have
run into in bringing this whole problem forward is.reflected.in your
reference to, the “tax advantage”.and the morals of. this situation
and if I may respectfully suggest, our own use of those terms has
gotten us into trouble.  There is a reseritment I should like,‘to,ftt?';to
remove from this picture which has‘arisen from, talking: shout. ftax
advantages” which the planshave... . . ..0 o v G et

. You have spaken- my, view entirely.. ; I think: there ave certain:ele-
ments of tax advantage in the situation. . I do suggest, however, thiat
we have more; recent fy ‘been trying to divores this pension problem
from considerations of “tax advantages,”, . ... . T g o

The Cizamumax. Senator Williamis?. .- . - ., . = - .

Senator WiLntans.. Mr. Secretary, a8 I understand it, yon,are not
endorsing the bill before. us for enactment at this time but more or
less endorsing the fact that this area needs @ study by the committees
and by the Department;isthatcorvect? ... ".. ..,.... .. . :

" Secretary Winrz. Yes, and’ inasmuch. as this is the most specific
proposal t?;at has been brought forward, it would seem to me entitled
to consideration as a concrete illustration of the possibilities that have
otherwise been left very general. e I

You are correct in your statement that I am not in a position to
endorse it as:such, but neither do I mean to shove it.aside as a- matter
simply to await further study, although essentially that is;what my
final position comesdownto. - .- - o o T

Senator WirLLrams. In: your studies has there been any estimate
as to'the actuarial deficiencies of the private pension plans®. .. &+ .

-Secretary Wirrz. That is exactly the kind of thing, Senator Wil«
liams, that presents the largest problem. . My answer.is that we-have
not.even 'yot really nibbled at that. The actuarial elements in this
situation are exceedingly complex. : So- far we have been :able to
identify, for example, only..the number of plans which have been
terminated in the last 12 years, 1954 to 1965 inclusive.. 'We know the
number of g)lnns’, about the number of workers, ' We know the dis-
tll;ibutiolr; of plans by the number of employees affedted, and that is
aboutall,, . -~ ... . - o e

Senator WiLriaxs.. I.agres with you that this area needs study but
before we can approach it intelligently, we would almost have to have
such an estimate in order to evaluate the premium rates to be charged,

and so forth, would wenot? . ... . .. . o it T
.Secretary Wirrz. Before we concluded :wa would have to have that.

I.think that is & necessary. part of our approach to the problem. . .

- Senator Wirraams, Is there any study being made by the Labor or
Treasury. Departments that could help .us,determine the:amount of
actuarinl deficiencies of these plans®. .. ..o . e o e

Secrotary. Wirrz.; Those facts and factors will become identifiable

in the course of studies presently underway or planned, . ~,. ... -
Senator Wirianms. The point of the vested rights of the employees

is-aiproblemfhat is confronting many employees. 1 Some of them feel

that they are unfairly locked in, that they cannot change employment.
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Of couise; the argument mana ement gives is-that if it is vested many,
gum g %

ecome actuarially deficient, 18
S B DR I A A Tt o0 oLl

of our private pension plans would |
t]!&tfl‘"ll%? .-- o R A R A Y S 2 T8 LN T
. Secretary § R

Senator WiLriams, So it is just not a simple answer to say give them
vested rights unless'we'can take'care of that actuarial teficiency that
would result therefrom. ; S Lo

Secretary " Wirrz.’ I think these plans should all be on an actuarially -
sound basis. o R
- Senator Wrrtams. Have there been any estimates or are you trying
to determine’ how much deficiency woul(iy be created over and -above
the existing deficiencies if vesting requirements were enacted ¢ X

Secretary Wirtz. I will be glad to try and find out how much of an
answer we have to it. I should want to proceed, however, by identify-
ing the fact that the bil-beforensdags not involve primarily the point
of vesting but, »ether, the protection of~fynds. I will inquire of Mr.
Henle, if weAfave the information you requested. .

Mr. HpfLE. Senator, when the Comimittee tOnyhich Sectetary Wirtz
referred was ‘conducting ‘its(investigations « -yehr ‘or two ago, there
were donie preliminsrpy discissions Wwith actuariedabout the:cost of
addihg a vesting-fequiremend t6 & noral ‘pension. Pein, and the esti-
mafes that w at that timeranged ‘around § percert.  You
replize, of ¢ or-anyopiten plarthe increasd in cost would

7

' :
: H

Wirtz. That;problem jsinvalved. ", .

viiry with the agea employées doncerned And how much

Jrior service they hag dtherAactors. - -

i Secretary. Wirtz. fIides ‘then; thdt the answler to Senator
ast] ad\deficienkies which]would result

sereent on the] basis of this

from vesting wo
hreliminary evider

Mr. HeNy .
bilities woi\ld dependion

{ offect on any particylar:plan’s lia-
pLe 'giﬂo:s?‘n that!'particiilar plan and
thy characteristics of the preupysuch as its ratelof turnoyer., . e

Renator Wirrrams. Tpformdtion whieh you mhy have in that
conhgetion which yet could sppply for the'record atAhat point would
be apRreciated. - Wersonally Iywoulc urprised aj/a 5-percent figure.

Secrdtary Wirtz, ; ake nspecial effoft to bring together
any infoPmuation bearing on that point. .- -/ I

-(Secrétary, Wirtz subsequently supplie e following informa-
tion:) = R~ g : -

~ The coat of. vesting depemis-er-meny-Critical facto as the requirements
for vesting, the proportion of participants leaving th at various ages, and
the nmethod. of funding. Accordingly, it is fensible to €fimate costs only under
a limited range of conditions that might be encountered in practice. ;
. 'The cost of vestiug was examined b{_ the President’s' Comniitteé on Corporate
Pension Funds ahd Other' Private’ Retirement and Welfare Programs. Its re-
port to'the Prestdent statesi - i 17 - i i e i
Representative 'costs have . bcen estimated- by: ggvernment actuarles under a
variety of assumptions, including "high, :low, and .mogderate turnover for em-
ployee groups with high, Iow, and médium age' distributions. "It is believed
that all but a small percentage of plang W({]qu. fall within - tfie' scope’ of
thegd nssumptions, Thése estimates Indicate that'deferred full vesting after
20 years ot ser.vlceh‘(lnclud}ng;’prle(xl;:emnehhi;l) sé:lvl_ce) stvgnld ;el,d(;m,adggmore‘
than 6. pércent to the cost,of providing normal retirement benefiis at age 65, an
tha!l;‘, thg¢(r}qoemn\lttee‘é‘récdmmeyt?dations, h{ctudiug g‘adugtcgiqyeggmé bétiveen 1
and 20 years of service, would seldom add moré than 8 percént...'. Thé'ddded
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cost would be quite modest; that is, under 5 percent for a large majority of

pension plans.

This analysis was based upon computations by Government actuaries. To
illustrate the cost of vesting, the added costs of deferred full vesting under four
service requirements and three assumptions regarding turnover is given below:

Perocent increase in cost atiridbutadble to vesting?

Assumed turnover

8ervice requirement .
High—5 per- | Moderate—4 | Low~3 per-

cent per year ! percent per |cent per yesr

yeor

Immediate vesting 23 18 9
10 years. 12 n 7
15 years 8 8 3
20 years. ] 2 1

1 For group with a “’‘medium" age distribution, with a normal retfrement age of 65 years,

Senator WiLrrays. How would this bill deal with bankruptcies—
where the company went bankrupt and its pension plan was not
actuarially sound? Would this insurance underwrite all of that?

Secretary Wirrz. The bill limits the extent of the coverage. S. 1575
on page 3, limits coverage in this language:
ia the case of a right to a monthly retirement or disability beneflt for the em-
ployee himself, the lesser of 50 per centum of his average monthly wage in the
flve-year period for which his earnings were the greatest, or $500 per month,

Taking into account that limitation, the answer to your question
would be yes, this would provide for reinsurance or for insurance in
that situation.

Senator WirLiams. And again no estimate as to the cost of that
factor has been made, is that correct ?

Secretary Wirtz. That is correct.

Senator WrLLiams. Now, I noticed on page 8, part one, 4(a) deals
with the rights to cancel the insurance untﬁar certain circumstances.
Now, the cancellation of this insurance—once it started, and employees
felt they had a pension plan which had been reinsured—would leave
all of those employees out on & limb, would it not ?

Secretary Wirtz. We do make & point in our presentation that one
of the items to which we would feel further attention should be given
would be the method of enforcing this and just as your question sug-
gests, would share the feeling that cancellation is a poor sanction in a
situation of this kind.

Now, as the bill is drafted and that cancellation provision, would it
be prospective or retroactive, or would it be effective to cancel every-
thing as of the moment? T cannot answer that question. I will have
to inquire as to the application of the bill in that connection.

Senator WiLLtams. I just question whether you can insure a fund
and t,heﬁ]L cancel it retroactively. In private insurance we do not allow
it, you know.

3Seoretm'y Winrz. I will be glad to add to the record a considered
answer to that question. I would not offhand know whether once
thore was insurance, where there was coverage, there could subse-

quently be cancellation.
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(Pursuant to the above discussion the following information was
submitted :) :

A considered answer concerning the application of the cancellation provision
of 8. 1576 would require a specific legal interpretation. It appears that the pro-
tection of the system would terminate at the time participation by a fund is
canceled, (See p. 7, sec. 5(d), of the bill.) The system would accordingly cover
any insurable losses actually realized prior to the time of cancellation. The
burden of losses realized after that time would fall on the contributors to the
fund, its participants, or both. ‘ '

Senator WiLrraxs. Have any estimates been made as to the num-

bier og wage earners in America that ar¢é covered by private pension
rlans | :
: Secretary Wirrz. Yes. The opening part of my statement uses a
figure of approximately 25 million employees now covered with the
prospect that that number will increase very substantially in the
future, rising to about 42 million by 1980.

Senator WirLians, Has there been any comparison made in your
studies as to the actuarial deficiency of private pension plans as com-
pared to the actuarial deficiency of the Federal pension plans?  Are
they somewhat related or is one greater or lesser ? _

ecretary Wirtz. Would our answer or HEW’s answer be firmer
on that? You have coming before you Mr. Ball from HEW and our
confidence in his answer to your question would be larger than our
confidence in our own,

Senator WirLiams. I was speaking primarily of the civil service
retirement fund at the moment. Has there been any comparison as
to the actuarial deficiency of that fund as related to private pension
plans percentagewise?

Secretary Wirrz. So far as we know there has not been such-a com-
parison and I will again inquire ag to whether there is a fuller answer
to that question. I think there isnot, Senator.

(The Secretary subsequently informed the committee that, since
information on the magnitude of existing actuarial deficiencies in
pri\iat;a‘pension plans is not available, no such comparison can be
made.

Senator WirrraMs. The reason that I ask that, I thought that would
give us a springboard to get an estimate. We are advised by the Re-
tirement Division that there is about a $40 billion actuarial deficiency
in the retirement fund for the 214 million Federal employees. If we
extend the insurance for 25 million employees on the outside I wonder
how it would compare. I was wondering just what size the problem
is that we are being asked to approach. T realize there is a problem.
It sounds nice to say we can insure it but we have got to get into these
figures if we are going to approach it to see whether or not we can
really insure it.

Secretary Wirtz. Yes, sir.

Senator WirLrLrads. And whether or not we have enough money to
back it. I understand there has been no estimate made as to the dollar
amount involved in insuring these deficiencies, is that correct ?

Secretary Wirrz. We have not the information presently to cost out
the expense which would be involved.

Senator Wirrrams. Then I understand that your recommendation
is that such information be obtained prior to proceeding in this direc-
tion to the final—— '
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Seoretary- Wirrz: If T could just say prior to concluding; it:seems
to me there must be that information. oL

Senator Wirniams. I agree the study should be made and these
answers obtained and that 1s what we are going to do.. Thank you.

The CHatraaN, Senator Anderson ? o :

Senator AxpersoN, On page 4, section 5, of the bill “each eligible
pension fund may, upon application therefor, obtain insurance under
the program upon payment of such annual premium as may be
established.” ‘ ,

Does that mean a merit rating for each business?

Secretary Wirrz, A merit rating for each business?

Senator ANDERSON. Yes. L

Secretary Wirrz. No. I donot thinkso.

Senator ANDErsoN. In writing up pension plans, they take some
recognition of the type of business you are in. .

Secretary Wirtz. Yes.

Senator ANDERSON, Some of those plans are hazardous and there-
fore the rate is higher,

Secretary Wirrz. I see. Well, the authority given to the next two
sentences would seem to me to suggest that the Secretary of HEW
could, under S. 1575, take that consideration into account. I do not see
anything here to preclude that. It leaves considerable discretion for
establishing separate premium rates. My offthand answer would be
that it does not require that, but would permit it in the determination
of the Secretary. .

Senator ANDErsoN. Well, you see two types of business occupying
side by side. One of them has a very good employment record, one
has a very bad one. They ought to be based on that fact.

Secretary Wirrz. I would have to consider, Senator Anderson, the
effect of the subsequent sentence, “premium rates established under
this section shall be uniform for all pension funds insured by the
program and shall be applied to the amount of the unfunded obliga-
tions and assets or class of assets, respectively, of each insured pen-
sion fund.”

With that much reading I am inclined to question my previous an-
swer that there would be that degree of discretion. \{’e feel that
your question warrants further consideration on our part.

Senator AxpersoN. I would think it would almost have to require
a merit rating, because, if you take a fire insurance go]icy on a cotton

in, its rate is about 20 times more than it might be on a dwelling.
ou take the hazards into consideration.

Secretary Wirrz. The principle is a completely sound one—one that
should be considered before final drafting of the act.

Senator ANpERsON. Isit not a fact that the Internal Revenue Service
would not let you charge off what it regards as too much ¢

Secretary Wirtz. I would know that as a matter of general in-
formation, but would again rely on their subsequent testimony here for
a more precise answer.,

Senator ANDERsON. A year or so ago, I went through a couple of
pension plans for companies in which T was interested, and I found
out the Internal Revenue Service had quite a bit to say about it,
and the expert from the Dallas office of the actuarial firm based his
whole argument on how much you could take away and how much you
could not. If you do not have a merit rating, how can you tell ?



FEDERAL REINSURANCE OF PRIVATE PENSION PLANS 19

Secretary Wirrz. My only: personal response is that the'idea of the
merit ratiniought to be taken 1nto account.

Senator ANpersoN. The tax advantages could be substantial or not
'I;e?y sub.s(tlaéntial at all; could they not, depending on how much was

eing pai

Se%rlf)atary Wirrz. You know, Senator, I am really out of my depth
when it comes to an identification of the validity of the merit-rating
principle in a plan of this kind. I will best inform you by pleading
almost ignorance to that subject. ' : .

Senator ANpersoN. I think it could be shown that the Internal
Revenue Service allows you to make certain deductions, but, after
3 or 4 years, if your plan is going iwell, they then insist upon these
being reduced. I am not sure of this, but I think Sears has an elaborate
pension plan and may be the principal stockholder in the company.
Under those circumstances the rate might be wholly different from
that of some company that was manufacturing automobiles and was
very close to _the line of financial solvency.

Secretary Wirrz. I say again my own offhand reaction parallels
yours completely. I am just not sure of mine.

The CHAIRMAN. Senator Carlson?

Senator Carrsox. Mr. Secretary, just this. This is a field I think
we should have some concern about and take an interest in but, in view
of the questions of the Senator from Delaware and the Senator from
New Mexico, I think it will require additional study. I will appreci-
ate any information you can supply for the record.

Secretary Wirrz. All right.

The Crairyan. Senator Gore?

Senator Gore. No questions.

The Cuairyan. Senator Hartke?

Senator Hartie. Mr. Secretary, I do not think there is any question
about. the need for action now, for doing something. Betwe:i: 1956
and 1962 it is estimated at least 1,800 qualified pension plans have
been terminated. Now, for these people this is a serious thing. 'This
may be as serious to them on an individual level as almost anything
that has happened to them in their lives.

Senator Gore. How many did you say?

Senator Harrxe. 1,800.

Senator Gore. Involving how many individuals?

Senator Harrice. We do not know.

Secretary Wirtz. I do have, if it will be helpful, preliminary fig-
ures for the period 1954 to 1965. Our study shows the termination
of 4,243 pension plans involving 183,699 workers. We have a break-
down of the size of the plans but what these figures lack is an identifi-
cation of the reasons and also of whether the benefits were lost, so that
we are at a point now of moving into that. So this is the number of
terminations and the number of workers affected, but does not include
identification of whether they lost their benefits.

Senator Gore. Would the Senator yield?

Senator HARTKE. Yes.

Senator Gore. That is very helpful as an order of magnitude of
this problem. Would it be the proper function of the Department of
Labor to ascertain the unknown facts here?

Secretary Wirrz. We are working on that right now. We have in-
stituted that study working with the Treasury on it.
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Senator Gore. I apologize. I yielded in order that the author of
the bill might have—— _ ,

Senator HARTEE. You go right ahead. _ :

Senator Gore (continuing). Have the priority and then I asked him
to yield. I do have one other question here and then I will not ask the
Senator to yield further.

It seems.to me that to qualify for reinsurance, there should be some
standards as to the quality of the pension plan, Just as Senator
Anderson recently had a personal experience, I had one. An employee
had been working for the saie company continuously except for about
2 weeks for some 15 years. Yet he found the fine print completely
disqualified him because that 2-week interruption of his employment
left him completely out in the cold. And this is true in, I am told, a
surprising number of pension plans. . :

So along with this study that the Department is making, and one
which I think the staff of this committes could well and fruitfully
explore, I wish that you would irquire into the quality and the
stigulations, the details of various pension plans.

Secretary Wirrz. Weare doing so, Senator.

Senator Gore. Thank you.

Secretary Wirrz. And do subscribe completely as suggested in my
oponing statement to the suggestion that a complete coverage of this
matter must include standards.

Senator Gore. Thank you, Senator.

Senator HArTKE. Mr. Secretary, I am delighted that you have done
as much work in this field as has been done up to this date. It is at
least a beginning, and I think that the task force has done a wonderful
job in accelerating some of the factors which are necessary for some
approach to a very serious problem.

I might point out, just to indicate the area of magnitude which
you brought out in your opening statement, that by 1980 there will
»robably e more money involved in the pension funds than is involved
in the total assets of the life insurance industry today. So we are
talking about something which is (1uite large and something which I
at least think really deserves a little bit more than a casual study at
the moment. And this is one of the reasons why, when I introduced
this bill, instead of just asking for a study, I put forth a definite plan
of operation so people could have something upon which they could
start ha dissection and then operational surgery, putting it back
together.

am not claiming that this bill is a perfect answer, and I think both
of us would agree that there are a lot of problems which are to be
solved. But the mere fact that there are so many problems in this
field does not mean that we are going to have to wait until we have
a crisis of serious proportions before we start coming up with some-
thing constructive in this field. Would you not agree with that?

Secretary Wirtz. I surely do.

Senator Harrke. Now, in Canada they do have a system which is
contributor,;' in nature, in two of the Provinces as I understand it, over
and above the social security system. Of course, most of the attempts
by negotiations here on the part of the workers are probably for a
noncontributory system but anyway, there is a variety of systems
which can be worked out. But in this field, do you feel that generally

*®
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speaking; the pension plan itself is really a gayment-in lieu of wages?
It isan item at at the collective bargaining table, . o

Secretary Wirrz. Yes. There are various implications that could
be read into any answer to'that question all the way from tax implica-
tions, bargaining implications, and so forth. This is the only reason
for my hesitancy in answering it flatly. In general, the answer seems
to me to be affirmative. I think the point which your question sug-

ests is that great importance attaches to these benefits and on that
there could be no question in my mind at all. _ )

Senator Hartre. We can agree at least that it is an item at the col-
lective bargaining table. :

Secretary Wirrz. Sure.

Senator HArTKE. And it is an item which is considered in the total
wrap-up of tho package just as you have been through now. I do not
know whether it was involved in the airline strike. Frankly, I am not
mterested—not that I am not interested, but I just do not want to
discuss it. .

Secretary Wirrz. It was, at the start of the negotiations. It wasnot,
at the conclusion,

Senator HarTxEe. I donot want to doanything to interfere with that
operation at this time,

Secretary Wirrz, Amen.

Senator Harrre. But there are a lot of workers, just as the Senator
from Tennessee has indicated, who find themselves in this position,
that they work for years and then suddenly they find that they have
no pension through one cause or another, is that not true?

ecretary Wirrz. Yes,sir.

Senator Harrge. Do you have any estimate at all as to the per-
centage of the workers who are in pension plans who never received
ané benefits whatsoever ¢ . ,

ecretary Wirrz, We do not have that information. I do not be-
lieve, even in a preliminary way. We are hoping to move right into
that area now.

Senator Harrke. The estimates which I have, indicate that prob-
ably in the neighborhood of about 40 percent received benefits, cash
benefits, out of their pension plans and not more than 50 percent.
Now, this is an element which probably is subject to a lot of different
factors, but the point remains, if pension plans are intended to cover
& hundred percent of the empfoyees, the fact that about half of them
never receive their benefits certainly indicate that there is a more
serious problem here than merely just the termination of the plans,
isthat not true?

Secretary Wirrz. Yes, sir.

1Ser:la?tor Harrke. The tax benefit—do you know the amount in-
volve

Secretary Wirrz., May I add one point before you leave that ques-
tion? My answer that we have no information was said for purposes
of general consideration. Your suggestion is in the right range so far
as ‘l‘)? presently know and is a reliable indication of the scope of the
problem,

Senator Harrke. Now, as far as employees are concerned, many of
them really feel they have a pension plan system. They consider that
as an item when they g£o to work and in considering whether they will
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stay on a job.. But.in reality, they may never have the opportunity to
cash in on this element of their pay check. o ‘

Secretary Wirtz.  Yes, sir. -

Senator HArTkE. I mean in broad general terms.

Secretary Wirrz. That is right. ‘

Senator HarrkEe. I do not want to get into the legal technicalities.

Secretary Wirrz. That is my understanding of what you said.

Senator HARTKE. Also, is there not quite a problem involved in the
treatment of pension plans when you have mergers and consolidations?

Secretary Wirrz. Yes, sir; ang some of the present termination fig-
ures may be merger ﬁiures so far as we know.

Senator HarTrE. All right. Now, this is another problem which
presents itself to American society. Take a young man; this refers to
those who are taken up with the igea of a voluntary social security sys-
tem. A young man does not place the same type of importance on his
pension %)lsm as does a person, say, who has reached that wonderful
age of 47 as the Senior Senator from Indiana has, right?

S]ecretary Wirrz. You mean is that right about your age? [Laugh-
ter.

Senator HArTRE. Let me rephrase it.

Secretary Wirtz. I agree it is more important with every passing
year to everyone,

Senator Harrre, To the older worker the value of the pension plan
becomes much more important as the years go by, and yet there is no
real consideration of this taken into the account in the pension plans
generally, is there?

Secretary Wirrz. I agree as a point of fact. I am not sure as to
whether there is any reflection of that in pension plan practice. I did
not get the last part of your question.

Senator HarTge. In other words, what I am saying here, for the
young man who goes into a pension plan, and due to the fine type, the
small print, and after he works in a place for 3 years, and he is maybe
24 years of age, the fact that he loses his pension plan does not become
an item of great significance to him, is that right ?

Secretary Wirrz. That is correct. | _

Senator HARTRE. And yet the same general rules apply to most
pension plans for the person who starts work in a plant at the age of 21
as contrasted with a person who starts working in a plant at age 45.

Secretary Wirrz. Ithink they generally would.

Senator HarTrE. Another thing which also complicates our society
for the older worker is that his opportunity for mobility is cut down in
view of the fact that many companies say, “I am sorry, we cannot con-
sider you, you are over 40, and our pension plan just will not permit us
to take you on the payroll.” Isthatnot true?

Secretary Wirrz. Yes, sir.

Senator HARTRE. So to that extent it creates more serious problems
for older people and also cuts down on the mobility of the labor force
évhich we generally consider an item of great importance in the United

tates.

Secretary Wirrz. That is correct.

Senator HArTKE. On the other side of that picture, let us look at the
man who would like to leave his job. I am not saying this to en-
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courage people to leave their jobs, but certainly in this society we do
not want our people to be restricted. You take the man who works in
a place, and he says, “I cannot leave my job. I have too much invested
in my pension plan.” Isthat not a problemalso?

Secretary Wirrz. Yes. Most unfortunately.

Senator HarTkE, And this is——

Senator Gore. Did you say most unfortunately ?

Secretary Wirrz. Most.

Senator Gore. That is almost economic peonage.

Sccretary Wirtz, It is o very real factor as the Senator from
Indiana suggests. It has a number of unfortunate implications, in-
cluding an attempt to preserve that job.

Senator Gore. Will the Senator yield further? So if we provide
some reinsurance buttress for the pension plan, without freeing the
employee from his indenture, then we will be but further pyramiding
this restriction upon the fluidity of the American economy.

Secretary Wirrz. In my judgment that is correct. The task force
to which we are referring attaches almost equal importance to vesting
which is the point involved here, and to funding, which is the point
involved in S. 1575.

Senator Gore. All of which seems to indicate that the Senator from
Inlgliana has opened a very large but a very important and urgent
subject. )

ecretary Wirtz. It could not be exa gerated in its importance.

Senator Wirriams. If the Senator will yield, that was the basis of
the question which I raised because that is an important point with
many employees and that was the basis of the question as to the extent
of the unfunded liability that would be created in these various pen-
sion plans if we were to require vested rights for an employee. I
think it is a problem that should be studied but. you cannot study it
without relating it as to what it is going to take to do it, and I unger-
stand the Secretary is going to furnish us some information in that
connection. (See p. 15.)

Senator HarTkE. Let me say I do not think, and I say this to my
good friend, the Senator from Delaware, I do not think it is the re-
sponsibility, generally speaking, of the éecretary or the Department
of Labor to assume all this responsibility in their own field. I think
as a legislative body we have a certain amount of responsibility, and
for those who have constantly advocated that the legislature do its
fair share, all T want to do is to try to get the Congress to start doing
its fair share of the work.

Senator WiLLrasms. I was not putting the burden on the Secretary.
I was merely suggesting that any information he could develop in
that connection he should make available and he already indicated he
is studyving it. It is information we would have to have and I think
it is information which would take more than the capabilities of this
committee to develop. I think it would take even more than the Sec-
retary to do it. In fact, I am not sure that the Treasury Department
would not have more information on that line than any of'us but it is
information which we will need. It isa problem in which there ismuch
interest, and I am interested, but you cannot solve the problem until
yvou know what it is.
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. Senator HarTrE. Let me say this to the Secretary. - Generally speak-
ing, we are dealing: with three problems: vesting, funding, and port-
abxll;i,y.i -These are.the primary-elements which are. creating the
problem. L PP U P H T R

Secretary Wirrz. That isright. - ’ Co e

Senator HArtrp. Now, there is one other basic. economic factor
which is serious today, and that is the fact that most of these pension
funds have been created and operate in a period of relative economic
expansion, or, to put it in ordinary terms, good times. There has been
an increase-in the amount of the funds, an increase which has gone
along with these good times and which does not necessarily mean good
fund management, is that not true? _

Secretary Wirtz. I would think there would be dan increased possi-
bility of that in an expanding period. ‘

Senator HARTRE. Now, if we have a serious economic decline, which
no one wants but which all of us are always cognizant can happen, if
we have a serious recession, you might see a new element in this reces-
sion, in the .pension fund field, which could create even additional
hardships for employees, which heretofore have never been known
before in periods of recession, is that not true? -

Secretary - Wirrz. Well, I would answer yes, but would have the
feeling that the problems which we both have in mind will be so real
in either an expansion period or a depression or a recession period that
it is hard to make a comparison. Expansion will mean a very fast
turnover. One element of the expanding economy is a very fast move-
ment from one kind of operation to another. That couid very well
have a larger effect on terminations even than a slowing up.

Senator HArRTEE. Let me say to the Secretary that I want to thank
you for your testimony today, and I am delighted that you have at

east done as much as you have. I am thankful that youhave endorsed
the principles of my bill, but I do not consider this bill to be the perfect
answer. At least, I think it is a beginning, and I am hopeful that we
can move more rapidly than sometimes all of us have a tendency to
move.

Secretary Wirtz. What you say, and the way you say it, brings to
mind, Mr. Chairman, if it 1s all right, a story. Not to belittle the bill
at all; but you put it in almost the same form as the boy who came
home from school, third grade, holding up a book he had won as a
prize. His mother asked him what he got it for. Well, he got it for
giving the best answer to a question. She said, “What was the ques-
tion?” e said, “The question was how many legs has an ostrich.”
His mother said, “What did you say %’ “I said three.” She said.
“How did you win the prize?” He said, “Everybody else came up
with four.”

It comes closer than anything else T have seen. We may have reser-
vations about it. That does not mean in any sense that we would mini-
mize the support for the contribuition that it makes,

Senator ANpERsON. I do think vou might mention the fact that pen-
sion plans do have a stabilizing influence on employment.

Secretary Wimtz. Yes, sir.

Senator AnpErsoN. And that is a very important part of it.

Senator Gore. Sometimes too much of a stabilizing influence.
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Secvbtary WirrZ' That is cotrect, biit it ‘sometinies will 'have the
effect.of kepping the individual in the position, hanging on'te it when
he does not wany it, keeping hirq from going some place else very. pos-
sibly that needs him more.. At a time whep.we are approaching the
full use of 6ur manpower capacity, it'is awfilly important that we
do not have the brakes on. Lo

Senator Gore. At other places where, their labor would be more
fruitful, they would be happier, and enjoy a better sglary.

Secretary. Wirrz., That js right, and yet, théy stay and Kold on for
thelv'er'y understandable reason that that pension means a great deal
to them. " e S .

Senator Gogre. Well, we want it to niean a great deal.” ‘

Secretary Wlmz.-'lfimt"is right. R , AR B

Senator Gore. But there ought to be some vesting of the rights as
amangoesalong.” = g o

Secretary Wikrrz. That is right. We just attach infinite importance
to both protection and the vesting point. S

Senator Gore. And particularly should this be true when the pen-
sion is made possible by very generous tax benefits from the Treasury
of the United States. =~~~ , _

Secretary Wirrz. I think thatisa fairstatement, yes.

Senator ANDERsON. Mr. Secretary, is it your experience that most of
the modern plans do carry soraé vesting? . ‘

Secretary Wirrz. That is an extremely complicated question to
answer, &)in into it in the task force and in considering it in the
President’s Labor-Management Polic{ Committee as we did, we found
such & variéty of answers to that, If the question is whether the
include some degree of vesting, the answer is that most pldns do, but
can tell you that the meapingful answer to that question in terms of
suggesting the dimensions of the remaining problem is no. Put-
ting it the other way around, there are a great many plans which in-
clude no adéquate vesting or funding. o

Now, with respect to ths question of how many include vesting—do
you have an indication of that ? .

Mr. HENLE, Two-thirds.

Secretary Wirrz. Up to two-thirds of the plans T am advised have
some kind of vesting. If you take a harder stan”ard of what is fair
vesting, even that proportion goes down sha_ﬁply'.‘ .

Senator ANpErsoN. That is a substantial figure, is it not ¢

Secretary Wirrz, It is enough to confirm by experience the validity
of the practice. Itisenough to indicate the possibility of covering the
remainder of the problem. It still leaves a very large problem.

Senator SyaTHERS (presiding). Any other questions? Thank you
very much, : L

Secretary Wirrz. Thank you, Mr, Chairman and members.

Senator SaaTHERS. Our next witness will be Mr. Robert M. Ball,
Commissioner of Social Security, accompanied by Mr. Roberts Myers,
Chief Actuary. S - : :

_All right, sir, we are always happy to have you, Mr. Ball.
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STATEMENT OF ROBERT M. BALL, . COMMISSIONER OF SOCIAL
SECURITY, ACCOMPANIED BY ROBERT J. MYERS, CHIEF ACTU.
ARY OF THE SOCIAL SECURITY ADMINISTRATION, AND MRS, IDA
C. MERRIAM, ASSISTANT COMMISSIONER FOR RESEARCH AND
STATISTICS ' :

Mr. Barn. Thank you very much.

Senator SaaTHERS. You may proceed, please.

Mr. Bary. I have with me Mr. Robert J. Myers, Chief Actuary of
the Social Security Administration, and Mrs. Ida o} Merriam, Assist-
ant Commissioner for Research and Statistics.

I appreciate this ogport‘unity to discuss with you the provisions of
S. 1575, the Federal Reinsurance of Private Pensions Act. Secretary
Wirtz has already presented the administration’s views on this bill.
My purpose is merely to supplement those views from the standpoint of
the Department of ﬁealth, ducation, and Welfare, which would ad-
minister the new program that the bill would establish.

Private pension plans are a major element in the Nation’s total
retirement security program. They now cover about 25 million work-
ers, pay $234 billion a year in benefits, and pay monthly benefits to 2.5
million beneficiaries. The President’s Committee on Corporate Pen-
sion Funds and Others Private Retirement and Welfare Programs has
estimated that by 1980, private plans would cover some 42 million
workers and that then there would be about 614 million beneficiaries.
A largﬁa part -f the labor force, then, is relying on the protection pro-
vided by private plans to supplemen% the basic protection that is pro-
vided by the social security program. Each year, though, a small
number of plans are unable to pay the promised benefits for such
reasons as the company st'opfg)ing operations and the plan having insuffi-
cient assets to pay the benefits that have accrued to date—particularly
those payable in the future to persons near retirement age. S. 1575 is
an effort to provide some degree of protection for employees who would
otherwise losa their benefit rights for these reasons,

The Department of Health, Education, and Welfare believes that the
objective of this bill—to afford 1pegple more assurance that promised
pensions will be paid—is a h]%h g lesirable one. However, as Secre-
tary Wirtz has brought out, the bill raises a number of questions that
require further study. For example, there is the question of whether
it 1s feasible to include under a reinsurance program all of the risks
that would be covered by the present bill. The operations of a busi-
ness can stop for a variety of reasons, including events that may be
subject to comtrol by the employer, such as a sale or merger of the com-

any. The fact that in some Instances termination can be céntrolled
Ey the employer raises a question of whether the risk of termination
can be insured against unless the insured risk is limited to those ter-
‘minations beyond the employer’s control.

Another type of question that requires study—this too mentioned
by Secretary Wirtz—has to do with what minimum operating stand-
ards should be required for participation in the reinsurance program.
Criteria must be formulated to determine eligibility for (s)articipation
so as to protect the reinsurance fund against being used as a means
of subsidizing imprudent investment practices and inadequate fund-
ing by the pension plans covered.
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- The President’s Committee. on Corporate. Pension Funds,.in con-
sidering the problem of insuringbenefit rights in the evert of a. plan’s
termination, recognized that there are a number of difficult questions
involved, including, in addition to the question of whether termination
of a business is an insurable risk, the questions of what types of ter-
minations, bankruptcy, merger, and closing down of certain opera-
tions, for example, could he:insured against and what experience
there is on which to ‘base the premiums. As Secretary Wirtz has
mentioned, a number of studies are now underway. Hopefully,
answers to some of these questions will come out of these studies. It
would seem wise to await the outcome of the studies now in progress
before taking legislative action in this important and difficult area.

Senator SaaTHERS. Senator Anderson, do you have any questions?

Senator ANpersoN. Well, I wonder, are there companies that do this
reinsurance work already in existence

Mr. BavLL, Senator, I do not know of any plans for reinsurance of
pension plans as such. _ ( X - 4

Senator ANpersoN. Well, if a large life insurance company—-

Mr. BaLn. Yes. There is reinsurance of life insurance, Senator,
but I know of none in the pension area. I understand in the life in-
surance area they do not even cover the individual annuity business
but only death claims.

Senator ANpErsoN. Why then a proposal to set up a Government
agency to handle this, when it might be pretty well handled by the
insurance companies right now——

Mr. Bacn. The insurance companies, as I suggest, are not really
in the business of insuring pension plans as a whole, partly I presume
for the same reasons that we find some difficulty with a definition of
risk that could be insured, and difficulty with the setting of premiums.
That is, to my knowledge no private company has yet moved into this
area of reinsurance of pension rights. :

Senator AnpersoN. Could you not very quickly find out what is
being done by an examination of a number of large companies, get
a cross section of industry that way? Would it be a great problem
to find out what the motor companies have done in this field ¢

Mr. BarL. Senator, we do have a study in process that I think is
right on the point of this bill and I believe would be of real interest to
the committee. We- have undertaken; through a grant, to back a
study by the Wharton School of Finance. e object of this study
is to determine the extent to which a reperesentative sample of private
pension plans would be able to meet their cumulative benefit obliga-
tions in the event that the plan should terminate as of a current date.
In other words, this would be the first time—when this study was com-
pleted—that we would really know the capacity of the private pension
system—on a: representative sample basis—to meet the obligations
that it had. With that kind of information, one would be in a much
better position to answer questions asto the extént of the liability that
one would be undertakihg. in a reinsurance system of this kind, and
some other important questions that underlay the proposal in this bill
could also be answered. ' S

Senator AnpersoN. We have large numbers of workers in the auto-
motive industry, for example. - Do they not have some program that

covers this? -
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Mr, Bars: There is & very large number, 25 million workers, ‘covered
by private plans, Sénator; but none of them have the kind of:insurance
of their pension rights that this bill contemplates. That is, the rights
that, for instance, workers in the auto industry have are to an extent
dependent upon the continued contribution:of the employers to those
funds. - As was indicated' in the Studebaker situation, when the plan
was' terminated in that plant some‘of the workers who were covered
by the 3)]’;&11 got only‘a small proportion:of theibenefits that they wereo
entitled to under the plan. So,although there is large coverage, it is
perfectly true that there is'a considerable amournt of insecurity about
the protection of rights of the people covéred. - B

Senator ANpERsON. I had the impression when a company in which
I had some interest put through & pension plan they had an insurance
company as a bidder for it rather than the bank taking it-up and
handling it as the agent. e Co

Mr. Barw, Perhaps I should expand:a little on this point. There
are several different kinds of pension plans. An insured plan—fully
insured—would guarantee the payment of those rights that had ac-
tuaily accrued to the point where it was covered by insurance. Under
some of those plans, for instance, each year that the em})loyee is under
the plan he gets a certain piece of a pension that is fully funded and
that is definitely payable and underwritten by the insurance company.
But it is difficult for there to be full funding of past service credits.
That is, employees who were working for the company at the time the

lan went into effect usually get additional rights for service that they
ud prior to the inauguration of the plan. - 5uite typically these past
service credits are not fully funded but rather funding is planned
over a period of time. Then the plan may be liberalized, and when
it is liberalized the past service liability grows because of the new
liberalization. It is very, very common, therefore, for pension rights,
even in insured plans, not to be fully funded at any one time, par-
ticularly because of ‘tflese. past service credits and liberalizations in
plans, to keep up with rising prices and wages.

Now, trusteed plans, which are very common, covering large num-
bers of employées in mass production industry, may depend very con-
siderably on continued contributions of the emploKer for the payment
of benefg'ts——even those vested under the plan. The ability to l[))a. off
fully on those vested rights may depend upon continued contri ugons
of the em%loyer and the continued existence of the plan. - I think that
is our problem. . . :

The%ill is designed, within limits, to protect the rights as defined
in the plan through a reinsurance program so that people would get
payments based on those rights even if the assets of the pension fund
were not sufficient to cover the cost of the rights that had accumulated.

‘Bob, would you want to-.comment further on this point? . -

Mr, Myers. I think that you have covered it well. The only thing
I would add is that when, a8 Commissioner Ball has said, money has
been paid over to the insurance company, the benefits arising from
that money are almost certainly payable—at least as long as tlhe insur- .
ance company remains solvent, which you might say is'a virtual cer-
tainty ds far as the vast majority of our insurance companies,

On the other hand, when the money is put:into a trusteed plan, as
long as that money is there, and as long as the money has been paid

L3
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in for certain benefits, they, too, will be payable. But this also as-
sumes that the investments of the trusteed fund remain sound and
that the employer is putting the money in currently for current serv-
ice as he would in an insurance company.

Mr. BarL, And the problem is one of the termination of the plan
and the safety of the investments. The plan in the bill is aimed at
both of these risks, Senator, .

Senator Smatners. All right. Senator Williams?

Senator WirLianms. Mr. Ball, as I understand it, the purpose of this
billl would be to insure the actuarial solvency of the respective pension

ans,

P Mr. Baww. I think it has a somewhat more limited purpose than that,
Senator, as I understand it.

Senator WirLiams. That is, to pay limited benefits, I mean.

Mr. Baps. Yes. It might make the payments, you see, under re-
insurance even though the plan met only those actuarial tests that
are now required by the Internal Revenue Code for approval. It
would not assure full solvency of the plan. _

Senator WiLriams. Has there been any survey by your Department
as to the amount of unfunded liability of the respective pension plans?

Mr. Bare. This, Senator, is what we would get from the study
that we are now financing at the Wharton School of Finance. This
is the first time that this kind of information on a general basis will
be available. We hope to havesome preliminary information in prob-
ably about a year on this study but we do not have it as yet.

enator WiLLiams, That is information that we would almost have
to have before we could proceed.

Mr, Barwn, I think we would certainly need it before we concluded
consideration of this subject.

Senator WiLL1AMS. Tl]mt is what I was speaking of. I donot mean
to stop the study. I think it is well to continue, But I mean it is
an answer you would almost have to have before you could know the
size of the problem,

My, BaLn, Yes, to set rates and so on, we would need that kind of
information,

Senator WirrLiams. As of the moment, how many plans in America
are actuarially solvent?

Mr. Barn, I just feel, Senator, that the variety of definitions of
actuarial soundness make an easy answer to that impossible. But——

Senator Wirriams. Well, I will modify that. How many of them
are actuarially solvent to the extent that the proposed bill would in-
sure them if we adopted it ?

Mr. Barn., Let me ask Mr, Myers if he would like to comment on
this foneral question. It is a matter of actuarial definition as to
soundness and- ‘ K : L
Senator Wirriams, Well, I will use the same actuarial definition
that ifs: embraced in this particular bill. I am just trying to get the
size of it. o

Mr. Myzns. Senator, the generally used definition of actuarial
soundness a8 it applies to private pension plans is that there is a def-
inite ﬁnancm%. program ‘underway so that, within a foreseeable fu-
ture period, the plan will be fully funded as to all the benefits rights
earned to date. In other words, according to the definition that most

68-241—06——3
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actuaries use, & plan can be actuarially sound, and yet if it terminated
at that moment, it might not have all the money on hand for all the
‘benefits based on past service that has occurred and for which benefits
are payable, - ' :

Senator AnpersoN. Will the Senator yield there? Supposing that
same thing happened to life insurance, everybody died. They would
be insolvent, would they not ? ‘

Mr. Myers. Yes, that is, if everybody died or a Iarf]z;e proportion
died at one time, it is possible for a company to be insolvent.

Senator ANDERSON. You do not figure everybody dying.. You do
not figure evex('{ybody could not work at the same time. They are ac-
tuarially sound if ttere is enough money to pay off, is that not right?

Mr. Myers. Senator Anderson, I think it 1s a little different. Here
under-the definition of actuarial soundness as usually used for private
pension plans, it assumes that the plan is not going fo terminate as
of the moment, but rather that the employer will remain in business
and pay off the unfunded accrued liability within a reasonably fore-
seeable future period.

. Senator ANDERsON. That is the same period as life insurance. They
do not inagine everybody in America is going to die the same day.

Mr. Myers. That is correct, and the insurance company computes its
individual life insurance premiums that way. In the aggregate, if
this was done for all private pension plans in the country, there would
be no problem, but each private pension plan in & sense is operating
independently. T think one of the basic principles of the bill is to
try to spread this risk around among the different pension plans, just
as life insurance spreads the risk around among the different individ-
uals insured.

Senator WiLriams. You gave me an excellent actuarial definition
of the question but now I would like to have a layman’s definition to
the question. Using the actuarial definitions as embraced in this bill,
deficiencies, how many plans would be exempted from this insurance
by virtue of the fact that the?y are already actuarially solvent beyond
that which would be re(}uired

Mr, Myers. Well, as [—

Senator WiLriams, Arethereany? : :

Mr. Myers. As I understand the provisions of the bill, participation
is completely voluntary on the part of each pension plan. They are
not compelled to take this insurance. , '

Senator Wirriams. Do I understand that this would only be avail-
able to those who need the insurance?

Mr. MyEers. Well— _

- Senator WiLLiams, Or want to buy it? You'll get only the bad
credit risks if you do that. :

Mr. Myers. No. The participation would be, of course, a condi-
tion of getting the appropriate income tax deductions, so you might
say, from that standpoint, it is really compulsory. 3

Senator WirLiams. Then it is comgu]sory, we might just as well say.
- Mr, Mxers. There are two parts o thegrem'ium. One is whete the
premium rate is based on the unfunded accrued liability and the
other is based on their investments. I think that probably the very
vast majority, in fact, I would say probably virtually all pension plans
in the country now have some unfunded accrued liability. There are

+
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a few that have paid it all off, but the vast majority of them are in
the process of an orderly payment of amortizing the unfunded accrued
liability for past service.

Senator WiLrrams. Many of these pension plans have investment in
common stocks and I notice that on page 3 of the bill—section
4(a) (2)—there would be insurance against “losses realized from the
sale of investments of such fund if the sale is required to provide
benefits payable by suich find.”

. Now, would that not in effect be guaranteeing the fund against any
decline in the stock market or decline in the bond market if the sale
of those investments was needed to pay the funds? '

Senator ANpERsoN. Thatisright. 2 :

Mr. Myers. That is the way I would interpret the bill, the only
point being that virtually ‘all pension funds, at least now and for
many years, will be taking more money in currently than they need
to meet their benefit payments, ,

Senator WiLLiams. Yes, but that is a sizable—I mean, that is the
effect of their particular guarantee, is it not? You are guaranteeing
them against decline in the market of either the bonds or stocks in
which it has invested if their sale is needed to pay the proceeds. I ain
not disputing. I am justtrying to establish the facts.

Mr. Myers. Yes. I think that is correct in the long run. Also,
this opens the question, when they need to sell investments to meet
benefit payments, which investments will the plan sell? If it picks
out that part of its investments that would result in a loss, this would
create a rather serious actuarial problem in determining premiums.

Senator Wirriams, That is the point I was going to raise next.
If in the portfolio they had to se]F and thcy had some investments
that had gone completely sour this would be an excellent chance to
recoup all of their original investment, would it not, and this choice
woul£ be with the managers of the fund under this program.

Mr. Barn. I was just going to say, Senator, I think one would have
to make some change in the plan so as to protect against that kind of
dumping that you auggest. Under the bill as written——

Senator HarTke. Would the Senator yield ?

Senator WiLLiams. Just a moment., We could not make a change
until we recognize it but the situation I describe would be possible,
would it not ¢

Mr. Bawn. Yes. , '

Senator WiLLiams. I want to emphasize this. I think the Senator
irom Indiana served a useful purpose in giving us a forum for these
studies because I think this is an area that needs study. I am only
raising these questions because these are questions that have to be
answered before the committee could come up with any conclusions.

Senator HArRTKE. I think just for clarification, if you look on page 5,
beginning at line 4, “The premium rates established”—and after all,
this is a self-funding operation, not using Treasury funds—*“premium
rates established under this section shall be uniform for all pension
funds insured by the program and shall be applied to the amount
of the unfunded obligations and assets or class of assets, respectively,
of each insured pension fund,” which would mean that you would take
into consideration the class of assets. ’

Now, as far as guaranteeing what the net results are going to be,
T think that this is true of practically every other investment in the
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United States. That is also true in banks. You have the same prob-
lem of the type of loans they make. ‘

Senator WirLiays. Well, I am not raising these points as faults of
the bill. These are just points that have to be taken into consideration,
There is no use coming up with an insurance plan unless the insurance
plan itself is solvent, and you can’t make it solvent unless you have
at least some idea of what 1s being protected and the cost of coverage,

The Federal Government has about 25 or 30 different pension plans,
all funded differently. How many of the Government pension plans
alre fl;nded, completely funded, as to actuarial solvency? Are any of
them '

Mr. Baur. No,Senator. Noneare fully funded.

Senator WiLrrams, That is my point. I can understand why they
are not, but I think it should be pointed out that we are proposing
here to move over into a field to provide insurance for something which
as yet is not even provided for many plans operaied by the Federal
Government itself. In the civil service retirement fund, we are told,
there was about a $40 billion deficiency.

Now, I realize that that is projected on the almost impossible situa-
tion, so you have got that continuing factor, but nevertheless it shows
the dimensions otg the problem that we are trying to cope with here.
Has your Department any estimate at all, either you or Mr. Myers, as
to the amount of the unfunded liability of the private funds? Have
you ever seen such an estimate prepared by anybody ?

Mr. Barr. No. That is the kind of thing we hope to get out of
the study by the Wharton School of Finance.

If I might just comment on the point you were making earlier, for
clarification in the record, perhaps, Senator, and that is that our
feeling—and I believe that of all the advisory councils that have ever
worked on the social security program and most outside experts—is
that there is a real difference between the need to fully fund govern-
mental systems and such need as to private pensions. It has seemed
to most of us that it was quite reasonable to set up governmental
systems on the theory that the system was going to be continued
indefinitely, and that, heing backed with the taxing power of the
Government, you could hold a plan to be actuarially sound if it were
& governmental plan as long as it was set up in a way that its income
was estimated to meet benefit payments as they fell due. Thus, it is
not necesasry to take into account any risk of termination—going out
of business. ‘

Now, the opposite has been felt to be true in the area of private
pension plans where there is always present over a long period of time
the possibility of an individual company or even perhaps an industry
declining to the point that you just couldn’t assume it was always
going to continue. Therefore, the test of adequate funding or being
actuarially sound has been thought to be much more strict—to require
much more funding—in the private area. When the test of full
funding is not met—as it frequently is not—in the private pension
plan area, then the whole question that this bill is directed to arises.
That ig, if the plan is not funded sufficiently to pay for all accumulated
rights and it goes out. of business, there is a very serious problem, of
course, for the people who have been counting on those pensions.
Therefore I believe that Senator Hartke has performed a real service
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in putting forward this bill for study and attention. The kind of
detailed criticism that we are making of it and our indication of the
need for additional studies does not take anl);thin$ at all away from
the importance of the problem which has been highlighted or the
credit which should come from directing public attention to the prob-
lem, |

Senator WiLiams. I agree fully with the statement you made and
there is a vast difference in the requirement of funding of a Federal
pension plan as compared to private pension plans. There is this
element of the company going out of business, also the possibility that
the company will have invested in some industry, in a declining in-
dustry, where the portfolio may be invested in their own company.
Sears, Roebuck, for instance, has been very profitable. It could be in-
vested in one that would not be so profitable.

So we do have a problem here that needs our study and attention
and my questions were not being directed here this morning to dis-
courage the studying of the problem, but only to the fact that we can-
not, approach a solution until we recognize the problems that do exist
and what creates them., '

“Mr. BarL. Yes, sir. |

Senator Wirriaams. And I agree completely with the statement you"
just made. ‘ '

Mr. BavL. Thank you.

Senator SaratHERS. Senator Gore?

Senator Gore. One of the problems involved here is the multiplicity
of pensions and pension plans of which a person may be a beneficiary.
I have heard of people who are the beneficiaries of as many as 100
pension plans, all made possible by very generous tax benefits.

Don’t you think that point should be considered in this study?

" Mr. BaLn. Senator Gore, this bill, of course, as has been pointed out,
deals with one aspect of many problems that are involved in private
pensions as a whole. You are directing our attention, I believe, to
another very important problem, and that is the matter of the ability
of workers to carry rights as they leave one employer and go to
another and how that should be handled.

If vesting were complete in private plans so that if a person
worked just for a short time for this employer and a short time for
another and a short time for another, I sugpose all of those small
pieces would accumulate in a way that would be equitable and desir-
able, and then your only problem would be the administrative costs
that are involved in handling so many small pieces.

Senator Gore. Well, in this case the man works for himself and
vesting is complete.

Mr. Bar. Oh.

Senator Gore. Yes. Realnice. It isall possible under our tax laws.
‘?‘nd now if we are to reinsure these, it seems to me we might look into
that, too.

r. BaLr. Yes, sir.  This bill, first of all, excludes the self-employ-
ment plans under H.R. 10, and then it protects against a situation
where the plan would be rigged, real]fr, toward the benefit for an
owner or single high-paid employee in the plan. I think that is quits
carefully protected against in the bill, but your fundamental point I
agree with 100 percent—that the matter of movement creates a very
serious problem for private pension plans.
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Of the 25 million workers that are now covered under plans, many
will never get a pension from the plan they are sup{)osedly covered
under because there isn’t early vesting and they will move and the
coverage won’t result in a benefit. o '

Senator Gore. So we have at one extreme the problem of no vesting,
and almost economic peonage, and at the other extreme there is the
case of the family corporation or closely held corporation, employing
one or two people who are also the owners of the corporation, and here
we find cmplete vesting in one pension plan after another.

- Now, in raising these aspects of the problem, I wish the committee
to understand that I in no way wish to throw cold . water upon the
initiative of Senator Hartke. He is to be commended, in my view,
highly. I am doing so to illustrate that the ﬁroblem is a-big one, that
it has many facets, and that in my view, both the administration and
the committee have been remiss in being tardy in going into this
problem. I congratulate the Senator from Indiana.

Senator HArTKE. Thankyou. >

. Senator SaraTuers. Senator McCarthy, any questions? .

Senator McCartuy. Yes. Roughly 50 percent of all the money
that goes into these pension funds is there in consequence of tax de-
ductions, isit not? : , : : 4

Mr. Bawn, I think that is somewhat high, Senator. That would
assume that everybody was pretty close to the mdaximum corporate
rate, wouldn’t it ? : RO '

Senator McCarTHY. Yes. .

- Mr. Bavrr. Ithink it is probably closer to 30 percent. :

- Senator McCarTuy. Thiry or forty percent. What kind of au-
thority .does Internal Revenue exercise over the funds as they are
established, or the Labor Department -

Mr: Barr. Senator, I believe the next witness is from the Treasury
Department. I would ][;refer to defer to him for an answer to that,

enator McCarTHY. Does your agency have any jurisdiction ¢

* Mr. Barr. Under the bill ¢ . ‘ ' '

: Senator McCarTaY. No. I mean by common practice.

Mr. Barn. Under present law we have no responsibility.

Sel;ator McCartiiy, Who does? Does the Labor Department have
some? S

“Mr. Barr. The Treasury Department through the Internal Revenue
Service has jurisdiction over the approval of plans as to whether they
can receive tax exemption. The Labor Department has the authority
under the Disclosure Act. - S

‘Senator McCarTHY. Most of these started during World War IT?

Mr. Bacr. There was a big upsurge in private pension plans at that
time. I don’t really know whether the absolute majority started then
because there have been a lot started since then, especially in the late
1940’s. But that was the first big wave of private pension plans in
this country. It was really the first time that they moved in large
numbers to protect wageworkers. What had been in existence before,
“iith few exceptions, were apt to be for salaried and managerial em-
ployees. .

Senator McCarTrY. Was it developed as s way around the wage-
price guidelines that were in force then?

Mr. BaLL. In essence, I believe that is right, Senator. This was
one of the few places left that employers could’ get an advantage in
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attracting workers and one of the few places where workers could
ress for additional compensation.

Seflimtor McCartay. Or appear to move ahead. It is a delayed
benefit. ' : '

Mr. BaLn., Yes. ‘

S?enator McCartay. But the tax advantage was immediate, was it
not : :

Mr. BarL. . Yes, sir. :

WSenffgr McCartry. And the bulk of these started during World
ar : ‘

Mr. Bawn. Yes, or shortly afterward. :

Senator McCarray. I have no more questions.

Senator S»tatsers. Senator Hartke?

Senator Harrke. Mr. Secretary, under this bill you would be the
administering agency. Do you want this job? !

Mr. BaLn, I certainly would want to know.a lot more about it,
Senator. I think that the sheer administrative aspects are not too
dificult. I think . our.real probloms are. one of defining risk and
setting rates, and if we had.-tfx)e information and could overcome these
problems, I think this would be a very important social contribution.

Senator Harrke. Yes, -. Now, quite honestly, though, as far as ad-
ministration is concerned, isn’t your department-the proper place for
such administration, in your opinion

Mr. BavLy. Senator, I really have not taken this question up within
the executive branch, It seems to be.a perfectly logical place and I
have no “objection. o L
Senator HARTKE. Quite honestly, also, isn’t it true that with the
socia] security system the way it is today, that there probably could he
a utilization of the social security system itself, the numbers and the
whole operation of pension reinsurance which could be dovetailed with
the social security operation, could it not? , :

Mr. Bars. If a plan like this were in operation, I do see one impor-
tant point where the two systems could be brought together. The
need to inform people of their rights to insured pensions as they
reached a ensionabﬁa age might well be made easier if we mark our
records and gave such an indication to individuals as they applied for
social security. ,

Senator Hartke. The concept of social security is that it does not
provide a complete income coverage for a person at the age, say, of
65, roughly speaking, but that it provides a supplementary income
coverage. It is not expected to really provide a standard of living
in the manner in which the retiree has been accustomed prior to the
time he retires, isn’t that true?

Mr. Bar. I would like to phrase it-just a little differently. I am
not sure I am quarreling with you very fundamentally, but at the
present time probably 80 percent of the aged population has only
social security as o pension and even in the long-range future it is
going to be the great majority who have only social security as a
pension, o

Now, already this program has been designed so that for people
earning near the maximum amounts covered by social security, that
is $6,600 a year, the })ayment to the beneficiary and his wife would
be about 50 percent of wages. Now, I think that leaves a substantial
area for supplementation by private pension.
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At the lower levels of earnings, if you take the worker at the mini-
mum wage—say the minimum Federal wa e—the program is de-
signéd in the long run 'm:gay a man and wife about two-thirds of
the previous wage. The President has indicated that he is going
to recommend some increases in social security for next year, increases
that I think are-very, very much needed in ‘the cash benefits area.
To answer your question more directly, then, I would say that even
after all the improvements in social security  are made that will
be and shduld be made, thére'is undoubtedly significant room'left
for major private pension supplementation. ~
I just don’t think on the other hand, though, we can count on
designing a social security system as if'everybb(fv is going to'turn
out to have a private pension.  That just won’t be true. For per
haps the majority, social security has to be complete coverage. .
Senator Hartke, No. I am not saying that. But you will admin-
ister this job'faithfully and truly to the best——
Senator SaraTHERs. 'Is the Senator sw’earigg himin? I
Senator Hartre, Thaink you very much. Thatisall. :
Senator Swraraesrs. All right.” Thank 'you' very much, Mr. Com-
missioner. ' " T ‘ oo R g
“Senttor SmatHERS. Our néxt witness is Mr. Jérome Kurtz, of Tax

Legislative Counsel, Treasury Department. S

STATEMENT OF JEROME KURTZ TAX LEGISLATIVE COUNSEL,
'TREASURY DEPARTMENT ACCOMPANIED BY WILLIAM T. GIBB,
ASSOCIATE TAX LEGISTATIVE COUNSEL, AND PAUL M. DODYK

Mr. Kurrz. Mr. Chairman, thembers of the committee, I have iith
me Mr. William Gibb, Associate Tax Legislative Counsel and Mr.
Paul M. Dodyk of my office. =~ L

'We appreciate your invitation to present the views of the Treasury
Depdrtment on S. 1575, L L ,

" Generally speaking, S. 1575 would establish an insurance program
to protect beneficiaries of private pension plans against loss of their
pension benefits on‘account of the closing down of a plant or other
Tacility or on account of the forced sale 6f plan assets to meet liabili-
ties, The program would be administered by the Department of
Health, Education, and Welfare and financed through contributions
by participating pension plans.

T'o encourage participation in the insurance program the bill would
deny tax qualification under section 401 of the Internal Revenue Code
to any lp‘ension plan which is not insured under the program. This
particular provision would undoubtedly serve to encourage broad
participation by pension plans in the insurance program by reason of
the many substantial tax benefits that flow to both the employer and
employces when their pension plan sttains tax qualified status.

The Treasury Department supports the objective of S. 1575. We
arve in agreement with the conclusion in the report of the President’s
Committee on Corporate Pension Funds that— ‘

The value of pri'vate pension plans g8 a socially desirable supplement to the
public retirement system depends on the degree to which accumulated funds are
sufficient to pay the pension benefits of workers as they reach retirement. This
is a matter of utmost publie importance. ‘
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'A«pro%mm which would help assure employees of receiving their
accrued benefits on the termination of a pension plan would, n our
‘opinion, be a meaningful step in strengthening thé private retirement
system in this regard. To thisend, the President’s Committee recom-
mended, and this Department agrees, that serious study be given to
considering whether a system of insurance woéuld accomplish this ob-
jective. If so, the Treasury Department believes that conditioning
a plan’s tax qualification on its participation in such an insurance pro-
gram:is an appropriate method for encouraging plans to adopt this
program, S

On the other hand, as the report of the President’s Committee recog-
nizes, the development of such an-insurance program ‘raises a muuber
of difficult questions.. Since many of these questions are not -within
the particular.competence of the Treasiry Department, we are not in
a position to make a judgment as to whether the program contained
in 8. 1675 is an appropriate solution. .

The Treasury Department believes that there are certain guidelines
which should be followed in developing any insurance program of the
ty%e envisioned by the bill. ‘ :

irst, we believe that such an insurance program cannot be con-
sidered ‘independently of the question of what funding standards
should be-applied to private rétirement plans. In this regard, the
report of the President’s Committee contains a series of recommenda-
tions for improving the funding of private retirement plans as well
as for verifying that the funding standards are, in fact, met. An
insurance program without adequate funding requirements could well
operate to encourage employers to rely on the insurance rather than
on prudent funding, especially if the insurance premiums were sig-
nificantly less than the costs of adequate funding. If reliance on the
insurance were to become a widespread practice, the whole program
could wéll become self-defeating. :

Moreover, we believe it is essential that the type of risks to be cov-
ered: by: the insurance be carefully defined in order to Prevent. the
possibility of corporate maneuvering to shift plan liabilities to the
msurance program that were not intended to be within its scope.

", In addition, we note that the Departments of Labor and Health,
Tducation, and Welfare have raised a number of other issues includ-
ing questions regarding investment standards; the determination of
insurable risks; and the adequacy and method of calculation of the
il}slttrance premiums, including the problem of rating various types of
risk, :

The Treasury Department would berwillin% to cooperate in the
study of an insurance system, as well as in the development of sound
funding standards for private retirement plans. In this regard, the
Internal Revenue Service is presently participating with the Depart-
ment of Labor in compiling information on the reasons for plan termi-
nations and the number of plan participants who lose benefits by virtue
of terminations. Moreover, the Treasury Department is participating
on an interagency task force which is in the process of holding meet-
ings with a number of interested private groups to discuss some of the
proFosa,ls included in the report of the President’s Committee. One
of the topics on the agenda for these meetings is the matter of insuring
employees against loss of benefits on termination of the plan.
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Again; I wish to thank the committee for this opportunity to pre-
-gent our views on this matter. I will be happy to join the representa-
tives of the other Departments who are here today in attempting to
answer any questions the committee mayhave, = ... .. - o

Senator SMATHERS, Senator Anderson, do.you have any questions?

Senator ANDERsON, In the beginning, the third gam’grap 1, “To en-
-courage participation in the insurance Ero ram the bill would deny
tax qualification under section 401 of the Internal Revenue Code to
‘any persion glan’ which is not insured under the program.” In order
to get tax deductions for setting up of a %rogram, you make them go
-under the Government insurance whether they wanttoornot. = -

- Mr. Korrz. That is what the bill provides.::. : . & ..

.. Senator ANpERSON. Why doiyou do that?: Whyis it proper for a
;company to-insure with Prudential for example?:. What is so sacred
‘about insurance in a Government program ¢ A

Mr. Kurrz. Well, the thought: is that the losers; where there is no
.insurance, are the beneficiaries of the plan, and‘in order to:assure
-that the beneficiaries of the plan will' not be the losers by reason of
the closing of a plant or the other contingéncies:coveéred, the bill pro-
-vides that the companies insure against these risks, and as an incen-
‘tive, and encouragement to do that, conditions tax qualification on
-their joining this program.. It might be.l;ossible}to' provide for an-
-other type of insurance. However, we would require additional study
'to see if thére are possible alternatives, o IR
.+ Senator ANDERSON. But you are setting up here a complete Govern-
‘'ment monopoly on the right to guarantee pension funds.. Don% you
have any faith in the ﬁ)rivate insurance system of the country$ -
-- Mr. Kurrz. Thebill provides for thése Federal insurance funds.

Senator ANpERsON. Yes. -Didn’t you endorse the bill liere.in your
-statement? .° . . . o Lo

Mr. Kurtz. We endorsed the bill to'the extent of saying that while
-the actual methods of insurance are not within our competence, never-
-theless, if ‘insurance is decided upon, we feel that conditioning tax

ualification upon compliance ‘is an-acceptable way to the Treasury

epartment to encourage compliance with thebill. . - r
.y +Sen~+or ANDERSON. you think any corporation is going to insure
-in a p.:vate company when it doesn’t get any tax deduction? .

- Mr. Kuorrz. In the face of this bill, I doubt it seriously.

Senator ANpERsON. So you are setting up a complete Government
monop%y fund. . : o

Mr. Kurtz. At the moment I don’ believe private insurance com-
- panies wonld insure thigrisk. @ - S
. Senator ANpERSON. Do you know ¢
-+ Mr. Kortz. No,Idon’t. - SR
-+ Senator ANpErsoN. Wouldn’t that be interesting to know?

-~ Senator McCartay. It is like Federal deposit insurance.

| ‘liSenator AnpErsoN, No, it-isn’t like' Federal deposit insurance at
all, i . .- Co o PN L

-~ Mr, Kurrz. This is one of the things that is being covered in the
study-that is now going on ; that is whether insurance companies would
bé willing to undertake it, whether that isa possibility.: Lo

Senator AnpersoN. But the funds that a corporation puts into their
pension plan cannot be deductible if they are not insured by. the
Government.

*
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Mr. Kuriz,;That istrue under thisbill; "yes, siy,

Senator ANDERSON. And you favor that

Mr. Korrz. Well—— S :

Senator ANDERsON. ‘Well, you are testifying for the Treasury De-

partment. What does the ’i‘reasury Department feelt. - -
. Mr: Kurrz. As to the insurance aspects, the method of insurance,
the Treasury Department is not-in a-position to recommend the best
method of insurance. This is not within the competence of the Treas-
ury Department. The Treasury Department’s only position is that,
assuming a inethod of insurance is worked out, we feel that it is fair
to condition qualification on a company’s obtaining such insurance.

Senator Wirriams. In other words, you are récommending that it
be made mandatory that they participate in this Federal program if
and when such a program should be started.

Mr. Korrz. Yes, sir, el N

Senator ANpERsON: That is the whole point. I haven’t heard one of
those arguments made for a long, long time, that you should absolutely
set up a (Rovernment monopoly.to-insure the success of theseé funds.

Senator SmaTHERs. Is that what you aré saying? Your statement
says the Treasury Department sup?orts the objectives of S. 1576. I
don’t know that it goes any further than that. - A

Mr.Korrz. Thatisright. -

Senator SamATHERS. It stops right there, ‘ - |

" Senator' ANpErSON. One-of the objectives is to set up a comﬂete
monopolistic fund and not allow a man to take a deduction of any kind
for the payment.he puts into the fund. B :

Mr. Kurrz. The objectives in the bill as we view. them are to guar-
antee employees against losses duie to the contingencies covered by the
bill. - This is the broad objective. - As to methods of working this out,
this really is not within the competence of the Treasury Department.

Senator ANpERsON. One of the objectives is to set up this'‘Govern-
ment monopoly fund as you view the objectives of the bill. -

Mr. Kurtz. If that is viewed as one of the: objectives of the hill,
then that is one of the objectives we are not prepared to comment on,
Senator. ' o

‘Senator ANpERsSON. But you do. You say to encourage participa-
tion in an insurance program. The bill would deny qualification
under section 401 of the Internal Revenue Code to any pension plan
which is not insured under the program. Are you willing to apply
that all across the board, to fire insurance, casualty insurence, bonds, et
cetera, and have to have a Government monopoly fund ¢

Mr. Kurtz,  No, sir. : :

Senator ANDERSON. Why do you pick this one out?

Mr. Kurrz, Well, if there were to be private insurance available to
cover this kind of risk, and tax qualification were conditioned upon
insuring éither with a Government fund or private industry, the
Treasury Dexart'menb would support either position. '

Senator -AnpersoN. Regardless of this language here about
monop(%l{y? ) ' .

- Mr. Kuorrz. Well, the language may be mapg)ropria'te sir, but in
my view, that language referring to objectives of the bill did not view
a Governmient insurance monopoly s one of the necessary objectives.

Senator Wiriaxs. Do I understand that you are reversing your
previous statement and you would be willing to allow them tax dedue-
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tions for their contributions if they insured with a private insurance
company ¢ » :
Mr. Kurtz. Well, we have no idea whether that is a ‘possibility,
Senator Williams, whether private insurance would be available.
Senator WiLrLiams, Ifit wasavailable? : :
Mr. Kurrz. If a workable program were developed that would help
to ensure that employees received their benefits under these funds, the
Treasury would not oppose conditioning tax exemption on participa-
tion in such a program. T ' ' oo
Senator Wirriass. And you are not wedded, then, to that language,
that it will only be deductible if it is in the Federal insurance program.
Mr. Kurrz. No,sir. S o
Senator ANpERSON. Then why did you put it in the statement {
Mr. Kurrz. Well, on page 2 of the statement, there is other lan-
guage which is perhaps an explanatiou of that. . We say a program
‘which would help assure employees of receiving their accrued benefits
on termination of the pension plan would in our opinion, be 2 meaning-
ful step in strengthening, and that is what we were emphasizing, the
security of the employees’ benefits. N ‘
Senator AnpersoN. If some large corporation like New York Life
or Mutual of New York or Prudential or Equitable was going-to do
it, would you think it much better to just.put it in the Government
fundsor let them have it? : ‘ .
Mr. Kurtz. I wouldn’t be prepared to say whether it would be
better. I would say it is something that certainly warrants study.
Senator ANpersoN. You haven’t studied that up to this time?
- Mr. Kurrz. No,sir. . )

Senator SmatHERs., Senator Williams? o
- Senator WrLrrams. Are there any investment standards provided
in this bill before us? ‘ ‘

Mr.Kuorrz. Investment standards?

Senator WrrLriams, Yes.

Mr. Kurrz. No; sir. _

Senator WiLLiamMs, Would not investment standards be a require-
ment if you are going to insure them? :

Mr. Korrz. Well—— :

Senator WirLrrasms. This provides—let me phrase it this way: The
bill, under section 4(a) (2), provides for insurance against deprecia-
tion in the value of the investments and that is not described. That

-could bs common stocks, could be any type of an investment, and you
are insuring that investment. Now, would not it be mandatory,
almost, that if you are going to insure the investment that you have to
have some standards of investment? - N '

Mr. Kurrz. This is certainly a very substantial problem and this is
one of the areas which we feel needs considerable study.

‘Senator Wrrriams, Has there been any estimate by the Treasury as
to the additional cost, dollarwise or percentagewise that would be
added to the respective private pension plans if vesting were placed in
there as a requirement ?

Myr. Kurrz., If vesting were made as a requirement? There has
been no detailed study made, although some very preliminary, rough
calculations have been made which indicate 5 percent additional cost.
* Senator WirLrtams. You think that could be done with 5 percent
additional cost? ’

Ll
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- Mr. Kurrz. That is a very rough estimate,

Senator Wirriams. Whose estimate was that? Was that the De-
partment’s? ‘ ‘

- Mr. Kurrz. Department of Labor, ,

Senator WiLriams. Department of Labor’s estimate. Vesting rights
of the employees, as the Senator from Tennessee pointed out, is one of
the points that is-of major interest as far as the employees are con-
cerned, is it not ? ' - o :

Mr. Kortz. Yes. Certainly. :

Senator ‘Wrrriams. Has there been any estimate made by the
Tréasury Department as to the extent of: the unfunded liability of the
private pension funds now in force? R

Mr. Kurrz.:No, sir. * The Treasury Department has made no inde-
pendent estimate, - SRR = BRs :

Senator WiLLrams. But you are willing toinsure? . S
- Mr. Kurrz; 'Well, I was just reminded, this will be one of the things
that comes out.of the Wharton School study.” . : P

Senator Wirrrams. Then are we correct in understanding at this
point that you are not endorsing the bill? You are only endorsing the
study of this problem that is referred to in here.

Mr. Kurrz. Yes. The overall objectives of the bill of guaranteeing
pension rights we are certainly endorsing, but ‘we feel that there are a
number of problems in the bill requiring further study.

Senator WirLrLiams. As one who served as a salesman'gefore he came
down hete, I would like to have had you as a customer who would sign
the order before you knew what the price was. «

Now, I wonder, you endorsed a noble objective but can you intelli-
gently endorse that objective without having some idea, even some
remote idea, as to what you are endorsing? Is it $10 billion, $100
billion, $200 billion? What is the potential liability that you are sug-
gesting here that we endorse under a Federal insurance program? I
am not speaking against it. I am trying to find out what are you
endorsing, that you are just not putting out words.

Mr. Kurrz. Well, I think, o viousfy it is possible that the costs of
fully insuring all of the possible risks could be so enormous as to be
out of question. What we are endorsing is the general idea and pro-
ceeding to try and determine what the costs involved would be and
whether there is an economic possibility of doing it. It is something
we would like to do if it is possible.

Senator WiLriams. Isee. Well, that is what I wanted to get clear.
You are endorsing the idea if it is possible and feasible, but you are not
sure yet that it would even be possible or feasible; is this correct?

Mr. Kurrz. Yes,sir.

Senator WiLrams. If and when you get the extent of the costs——

Mr. Kurtz. Yes,sir. §

Senator WiLrLiams. And also the extent of the premium that would
have to be charged. . , :

Mr. Korrz. Yes.. o L

Senator WiLL1aMs., So you are more or less just plainly endorsing a
study of the whole problem at this moment. . .

Mr. Kurrz., Thatisright, :

Senator Wirriams. ‘Thank you. -

Senator SaATHERS. Senator McCarthy ¢
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Senator McCarrrny. Mr. Chairman, I would ask the same question,
How did so many¥ of .these programs get in such bad shape when .the
Labor Department and Treasury Department have the responsibility
of approving the plans? It seems to me they should have disapproved
them and not let the members of organized labor be deceived:into
believing they had a sound program. -~ .~ . ..~ -

Mr. Kurrz. Well, the Internal Revenue Service does review plans
prior to granting a letter of determination that the plan qualifies under
section 401, : S

It is true that there have been a number of plan failures and a study
is now being ¢onducted to determine just what the reasons for the
various plan terminations have been. . S o

There are any number of reasons, some of which arise from the oper-
ations or closing of plants or one thing or another which in the normal
course is not subject to Treasury approval. The Treasury approves
the J)]an. That is, that it provides for equitable treatment, and so’on.
And on audit, as a general matter, supervises it ‘But as the law now
stands, there i3 a limit to the power of the Service to deny qualification
tothe plans. ' : ,

Section 401 sets out what the standards of qualification are and if
they are met, the Service has to grant qualification. ceL

- Senator MoCarray. Have you made any recommendations along the
wsﬁthat the provisions of section 401 be changed - L
r. Korrz. Well, yes. The gension report prepared by the Presi-
dent’s Committee on Corporate Pension Funds, in which the Treasury
Department was a participant, makes good many recommendations to
that effect. , , ) -

Ser;ator McCartriy. What is the general effect of the recommenda-
tions :

- Mr. Kurtz. One effect would be to tighten the supervisory power
and control . ver pension plans. A

Senator McCarTity. So you would have more control.

Mr. Kurrz. Yes. : ‘ :

Senator MoCarrry. What about the question’of vesting? Do you
have any récommendation with reference to vesting ¢

Mr. Kurrz. There is a recommendation in the report which doesn’t
go into any great detail but sets forth that a reasonable measure of
vesting should be provided for inplans. Inall plans. ‘

Senator McCarruy. The general effect of adoption of legislation of
this kind would be, if we did follow the reinsurance principle here, to
impose a high rate of contribution to the insurance program on the
part of those corhpanies that have had what you consider weak pension
programs with a questionable future. ‘ ‘ ' L

Mr. Kuriz. The provisions of thisbill? : -

. Senator McCArTHY. Yes. o
‘Mr. Kurrz. Well, I'don’t believe that this bill differentiates rates
from company to company. UL

Senator McCarray. Wouldn't it have to if there are bad-risks? * It
says s maximinh, but I think it allows fof‘differentiation. - .-~ :

r. Korrz. It does it on thé béisis of unfunded liability but not on
the basis of one company perhaps being a' worse credit risk than
another. That kind of differentiation is not made by this fund

*
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Seénator McCarTHY. :So you have two problems. One-is the ques-
tion of what to do about the basic funds which are to be reinsured.
Mr. Kurtz. Yes,sir. : D -
Senator-McCarrrY. ‘And the second one would have to-do with
what kind of assessment you would make on the basis of the reinsur-
ance program.: - . R A C :
Mr, Kurrz. Yes. Those are two 'of the most substantial. -~ . ,
Senator McCarTay:: Your immediate interest up to now; until the
bill was introduced, was with the basic programs and: with efforts to
make them somewhat more sound and equitable and just. - - |
Mr. Kurrz. Yes, sir. o ,
Senator SMATHERS. ' Senator Hartke? : _
Senator Harrke. The Senator from New Mexico referred to this
lack of appreciation of the great private enterprise system. Don’t you
think some type of criteria ought to be established before you give a
tax subsidy to any corporation or any employe ¢
Mr. Korrz. If you mean in terms of—— .
Senator HArRTKE. Isn’t there a tax subsidy now to the pension plans?
Mr. Kortz. Yes. _ _
Senator HaArTkE. Why don’t we just do away with that tax subsidy
and go back to the great private enterprise system that you are talk-
ing about? Why should you give a tax subsidy to somebody. Why
just hand it tothem? The rest of us who don’t participate in the pen-
sion plans are paying the tax bill. The people not working in the
United States, why should they pay the tax bills. Why not count
on private enterprise, on the private enterprise system, and I say
that with quotes, to which we referred. L , '
Mr. Kurrz. Well, the President’s Committee did address itself to
all of those questions. )
Senator HarTre. I am not interested in the President’s Committee.

You said you came here and endorsed a principle—the principles of
this plan.  You should have stayed with them instead of letting him
take you down that alley. You stay with your own ideas and you will
be a lot better off than letting somebody take you on down a blind alle
on these things like subsidies, like I am doing now. You see, this is
just as bad a term, and I don’t approve the use of those terms for
myself or angbody else. Iam in favor of continuing this program, but
I do think there should be some criterion, When .a man takes a tax
benefit from the Government, there should be some criterion of stand-
ards under which he is going to receive that benefit. I think one of
them is that there are these employees who absolutely never will receive
or only about 4 out of 10 are all that will ever receive, the benefits of
what comes out of these tax plans, and the rest of that money is being
paid for, at least to the extent of 30 percent, according to your general
testimony, by the general taxpayer. I am saying that this is a serious
problem, and I don’t think that you should bé taken down these blind
alleys as to what thebill willdo, _ - . . - - .- . " :

. Now, let’s take the bill itself. Forgetting tax subsidy and forgetting
monopoly, isn't it true that this bill. does not require mandatory"
participation®: - oo T oL

Mr, Kurtz., Thatisright. R : :
Senator Harrke. All right. Only those whé seek the privilege of
the tax exemption—I am not using tax subsidy—only those who receive

il
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the bhenefits of the tax exemptlon will be requlred to pamclpate, isn't
that truef .

Mr. Kurrz. That is fht

Senator HartkE. And on this basis it is a relatlvely small pomon
of the total pension costs, isn’t that true?

Mr, Kurrz. I'm sorry. I don’t understand the questxon.. o

Senator HArRTKE. In other words, as far as the total pension cost
is concerned, this will be a-relatively- sm'tll 'xmount compared bo———

" Mr. Kurrz. Thej premium, : -

Senator HarTke, That is right.

Mr. Kurrz. Yes, that is correct.

Senator HarTkE, That isall the questions I have.:

- Senator ANpErsoN. I have another question. . -
i~ Senator SMATHERS Senator Andexsonf \\onld llke to aek another
question, » x

Senator ANDERSON. You spoke about plnn fsuluros What pel cent-
age of pension funds have failed over the country? .

Mr. Kurrz. We don’t have those statistics. '

Senator ANpErsoN. How can you call it a seues of plan: fmlnres
if you don‘t know? -

{r. Kurrz. There are some we know of.

 Senator ANpErsoN. What percentage?

Mr. Kurrz:. We are now conduoting a study to compi]e these statis-
tics on how many there are, what percentage, what the causes are.

Senator ANpersoN. Now, as totax subsidy, there is a representative
here of the unions that deal with the auto mdustry Do you regurd,
if General Motors sets aside some money: for pensions of its employees',
that is a tax subsidy ¢

Mr. Kurrz. Itisa benefit.

Senator ANpErsoN. Ah, what difference is there between beneﬁt and
subsidy ¢

Mr. Kurrz. I am not sure. '

Senator ANpersoN. Isn’t it true that there are two questions in-
volved in this? You can either take an insured plan or trusteed plan
and under the bill, whichever you take, you will still have to buy the
Government insurance on top of that, isn't that right?

Mr, Kurtz, For those risks the bill covers. If you want tax deduc-
tion for contributions to the plan ; yes, sir.

Senator ANpERsoN, Well, any person who had any sense at all
would want the deduction, would he not ?

Mr. Kurrz. I would think he would.

Senator ANDERsON. Why, sure.

Senator Witriams. Are not pensions for employees considered as
a part of what they are actually earning as they work for the
employer?

Mr. Korrz. Considered to whom? ,

Senator WiLLiams. To the employee, and to the emplover At
bargaining conferences, are not pension rights consxdered A part of
the earned income of theemployes? -

Mr. Kurrz. Well, I beheve Secretary Wirtz talked about that and
said that it varies, that it certainly is a part of it, but as to how much
it is and how it isregarded—— ,
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Senator WirLLiams. I am not getting into percentage. - But it is a
art. A man workingin a plant—he considers the pension riglits that
16 is working for as a part of his pay ‘for employment, does he not ?

Mr. Korrz, Yes. L : .

Senator WiLLiams. Labor is deductible, a deductible item for tax
purposes,igsitnot? ~ S e .

r. Kurrz. Certainly. ~ o o

Senator WirLiams. But does the Treasury consider that in allowing
deductions for costs of labor, that you are subsidizing the cost of labor
inthe country? . .. . - : : -

Mr. Kurrz. Idon’thelievesubsidy— . . .=

Senator WiLtiams. Do you consider that you ‘are subsidizing the
pensions? Are you not proceeding on the premise that all of the
money that a corporation ¢arns belongs to the Government and if you
allow them to spend any'of it, you are giving it back to them? ‘

Mr. Kuorrz., Certainly not, sir. ' , Ca

Senator;, WrLriams. 1s.the cost of operating a pension plan in any
plant a part of the cost of doing business? - - - .

Mr. Kurrz. If the company has a plan and if it forms a. part of
the compensation to which employees look and to which the compan
looks, it i, a cost of doing business and that cost is deductible provid-
in%the plan meets the criteria set forth by the code.

‘Senator Wirriams. But on a, personal basis, hoth you and I are
working for the Government and as such we are earning pension
rights. Now, are you considering that the Government is going to
subsidize you in your old age or are you earning those as a result of
the work you are performing today ¢ .

Mr. Kurrz. Well, I would say tKey are earned.

Senator WiLLiams. Thevare earned. )

Senator SatatHErs. You have -earned them this morning.
[ Laughter.]} - S ,

Senator ANDERSON. I just want to say to the representatives of the
Treasury Department, T think one of the finest things organized labor
has done is to insist all across this country on decent pension plans
and what you call fringe benefits. I think some of these are more im-
portant than some of the wage scales, but extremely important are
these pension plans which labor has done and which I think is the
finest piece of work. |

Senator WiLrLiayms. T agree completelg with that and I don’t think
they should be considerec{’ as subsidies by the Government.

I think once these pension plans are created they belong to the
workers and this is the reason I mentioned these vestings. Pension
rights belong to them as their earned rights.

enator SMATHERS. Thank youvery much.

Wo would like to have one more witness before the lunch brealk.

Senator Harrre. Just take your time. Weare in no big hurry.

: .Senlafbor SaatHERS. The Senator can speak for himself. Only for

Senator Harre. If you don’t Wwant any more questions, I wil} be
glad to gnit. I T o

Senator SaaTHERs. Ithought we'would get Mr. Reuther on and then
gotolunch. o

68-241—06——4
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. Senator HarTrE. Mr: Reuther hasn’t told me he is in any big hurry.
Maybe heis. If heis—I want to askjustonequestioni-~- ~..i~ .-
nator SMaTHERS, Goshead., ;- 7 o o el
Senator HarTrE. Isn’t it true when you tallk about these: pension
rights, that it i$ a matter for economic consideration in collective bar-
aining, generally speaking, but when you pass that point; how you:
Setermme it as to how it affects each and every individual down the
line becomes very complicated for the simple reason that there are® lot
of things which are taken into consideration as to how that man is
going to actually receive that pension. His lonﬁevity, for example, is
a big factor. His mortality. - The turnover in the plant. All of these
factors come’'into the package. So when you come back to how it
affects an individual within the group, it is very difficult to determine
how much of that actually belongs to him percentagewise or dollarwise.
Mr. Kurrz: ‘Well, that is right. : It certainly varies considerably
from man toman, N SR
Senator HarTre. That is right. - So when you take it in broad; gen-
eral terms, what the Senator from Delaware has said is true, that 1t is,
enerally speaking, as Secretary Wirtz referred to, it is a general item
in the total wage package and therefore is given in lieu of wages. ‘To
spell it out for each -individual employee requires an awful lot of com-
putation. We also have in the long run the ¢complication that only
4 out of 10 actually receive the benefits put aside for them. So that
addsto the problem,too. - ‘- - crote e
Mr. Kurrz. Yes,sir. - T
Senator HARTEE. You see, that didn’t take very long. *
Senator Smataers. Thank you very much, Mr. Kurtz.:
Mr, Kurrz. Thank you. o » ~ "
Senator SmaTHERs. Our next witness is Mr. Walter Reuther, presi-
dent of the Industrial Union Department, of AFL~CIO. R
The Chair will announce that after we complete the testimony of the
witness—the witnéss now ready to testify—we will stand in recess
until 2:30. We will reconvene 1n room S-128 which'is in the Capitol.

Mr. Reuther, happy to haveyou. Goright ahead.

STATEMENT OF WALTER REUTHER, PRESIDENT OF THE INDUS-

- TRIAL UNION DEPARTMENT, OF THE AFL-CIO; ACCOMPANIED BY
LEONARD LESSER, GENERAL. COUNSEL OF THE INDUSTRIAL
UNION DEPARTMENT, AFL-CI0 AND NOLAN MILLER = .

%{r. Revrier, Thank you, Mr. Chairman and members of the com-
mittee. o T T
I have with me Mr. Leonard Lesser, %9ne,rél counsel of the Indus-
trial Union Department, AFL-CIO, and Mr. Nolan Miller, .who is a
Studebaker ‘worker, 59 years of age, who has worked for Studebaker
40 years and .ig a-victim of the problem that we are.discussing this
morning. o . | PYRE
vk appear in & dual capseity, Mr. Chairman, as the presidont of the

AW, with 1,650,000 members, arid also as the president of the Indus-
trial ,ﬁnion Department, with § million members. Both of these orga-
nizations are on record in support of Federal legislation to reinsure
private pension benefits, and we would like to express our very sincere

)
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appreciation to Senator Hartke for the initiative and added leadership
he has provided in submitting his bill. . S. 1575, we believe, is soundly
conceived,:and wi]l be an effective instrument in dealing with a very
serious and mmdpellmg human problem.. C L o

Now, I would like to put iny.prepared statement into the record and
then briefly make an oral statement, if I might, Mr. Chairman.

- Senator SmaTHERs., Without o!Rfelicltion, so ordered. -

Mr. ReuTHEer. I believe as one American that the genius of our free
society is our capability to work out a harmonizing of a public ap-

roach and & private approach to the solution of basic. human prob-
ems. I.think that in the whole broad area of how our free society
provides income security in the years of retirement, we have developed
a pattern quite, differently than any other democratic nation in the
world. ' If you look at the democratic. countries of Europe you will
find that they.rely exclusively upon gevernmental programs in the
fields of social security.  But in' America, we have developed a very
unique approach to this. S - o ‘

e have developed the program which covers most every American
which is Eublic in character, but we have supplemented that public
program by l;))ro,viding pension programs in the area of private 1nitia-
tive, in the broad area of labor-management relations, and in some
cases, programs that flowed out of the action of corporations unre-
lated to collective bargaining. But, when a worker looks at his
income security problem, he doesn’t read the fine print and he really
relies upon both segments of this protection; and if we.are to protect
the soundness of this unique American approach in which you have
both private and public sharing of the responsibility, then I believe
that we must take action to make secure both portions of their total
income ﬁassage. - And this is the area with which the bill that Senator
Hartke has proposed deals. '

Secretary Wirtz has indicated in his testimony the dimensions of
this problem. Twenty-five million Americans are probably covered
by privately negotiated pension. pro%ram§ and it is estimated that by
1980, the number will ba42 million. So this is not a problem that bears
upon a small segment of the American people. It is a tremendous
problem now and its dimensions will increase in the period ahead.

The United Automobile Workers, where I am directly involved in
the ‘collective bargaining process, has' done some very important
pioneering in this broad area of how-do we in a free society begin to
provide adequate income security for workers in the autumn years of
their lives. In 1949 we made our historic breakthrough, the first basic
mass production collective bargaining agreement that provided for a
sound - actuarially based pension program., And since then we have
negotiated more than a thousand. lans_,cpverin% one and a quarter
million workers in the automobile the agricultural implement, and-the
aerospace and related industries. . ... _ L .

;' When we started out, we made a very important policy decision we
decided to make our pension:program sound, even though it-created
very real collective bargnining problems, because obviously a sound
program is more, costly than an unsound-program. I would like to
underscore two principles that we insisted upon, - ... .. .. .. .

- First of all, we insist that the plans be actuarialllznsound and funded.
We rejected tim pay-as-you-go system because we knew that you could
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not, in good consciernce, tell a worker that he had a pension benefit
coming when he reached the point where he qualified for retirement,
unless the money was in a ‘trust fund to guarantee the payments for
all those benefits. To tell a worker that he had a pension benefit com-
ing without having the funds to back it up, we thought was morally
wrong and would be misleading the workers. - - | '

So that principle tvis one upon which ‘we were prepared to struggle. -
And we did struggle. The Chrysler strike*of 1950 went 104 days.
It was ot about the size of the pension. On that-we were in agree-
nent with management. It wwas aboit whether the pension would: be
based upon pay s yot go or whether it would be'a funded plan. And
the Chrysler workers, about 90,000 of them, walked the bricks for 104
days‘on that prinéiple alone,’becanse we felt that we should not start
down the ‘road of 'a pénsion ‘progiam excepting ‘as’ we funded the
pension and backed up' the Benefits/iwith an actnarially: sound.fund.

The' other'thifig on' which: ¥e'worked equally hard on was the vest-
ing principle. We believe for a worker to be chained to a' job as the
only means by which he can protect a pension equity, is incompatible
with the values of a frée society. We believe, and our pensions pro-
grams provide vesting at 10 years, that a worker ought to be able’
to improve himself by foi'ng to gnother job without forfeiting his
pension equity. We believe dlso that in ‘a free society, vesting :is
essential to provide that maximum degree to mobility in the work force
which will enable workers to upgrade themselves and open the less
skilled job for the unemployed workers. o

These are several of the principles that we have insisted upon. And
I believe that any objective evaluation of what we have done at the
bargaining table will lead anyone to the donclusion that we have done
g reaﬁsonably good job in protecting our members in terms of pension

enefits.

Yet, despite all of the efforts that we have made, we have to plead
that we have not found the answer to the basic problem that this bill
before your committee deals with. That is what happens to the equity
of a worker if he has a vested right, if he has a funded plan, but the
corporation that he works for goes out of business an(? the plan is
terminated.. | ‘ C

Now, obviously, if that takes place at a time when'the plan is fully
funded there is no problem, because the money to meet all of the claims
is there. But I think that everyone who is familiar with the whole
question of pensions recognizes the problem of backing up for 50
years, which represents 50 years of neglect. The failure to have met
this problem in the past means, that the cost impact in trying to pay
for past service credit is too great to pick u{) in any short period of time
and therefore has to be amortized over a ozg eriod of time.

'Thirty years I think is the standard period for the amortization of
past service credits. What happens to a worker’s equity, if before the
company has amortized this past service credits and thus fully funded
the pengion, the company goes out of busihess?: - ’ -

This is what has happeéned in a numbér of ofir programs. In the
Inst 15 years we have had 113 of UAW pension plans terminated. We
have gone through the agonizing experience of sitting down with these
workers who were told that their plans were funded and they were,
who were told that they had a vested right and they did, but suddenly
the company goes out of business and the plan is terminated.

1]
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We believe that this is the kind of problem that is befond the capa-
bility of & given company or a given union dealing with a given com-
pany to deal with because the crisis occurs precisely when the financial
resources of the company are in jeopardy and when those resources are
totsilly inadequate to meet the kind of problems with which we are
dealing.

Nogne can project which company is going out of business. You
can’t when you sit down to negotiate a pension agreement, say, well,
let’s figure in trying to structure out the funds whether you are going
out of business in 15 years. The next company is going to go.out of
business in 18 years. The next company may go on.forever. No one
has that kind of crystal ball and therefore .you. have to make your

rojections on the assumption that the company .will continue to be in
usiness and it will continue to make its annual-payment, into the fund
which is actuarially projected to.meet the schedule of benefits.

We are living in a very exciting, but a very difficult period of the
human family. When you recognize that 95 percent of all the scien-
tists who live in the history of the world are alive today, and their
creative and productive minds are going to.accelerate the technological
revolution, this means greater and greater change and. it is going to
come at an accelerated rate. What kind of a practical impact will that
have upon the ability of companies in certain industries to survive. No
one knows. There will be change in products. There will be change
in the market. There will be many other changes. Our relationshlg
with-the whole free world must be considered. Take the Unite
States-Canadian automobile agreement, -

All of these things will have a tremendous impact upon the economic
capability upon a given company or firm or industry to survive.

e want change, because change is the inescapable price of human
rogress, but the real question is should a disproportionate economic
urden of the cost of change be placed upon a worker at the very time

when he is agproaching retirement and when he is least able to carry
that burdent Ot shouldn’t we, in order to shore up this uniquely
American concept-of & public social security system supplemented by
private systems, shouldn’t we meet the problem by sharing the cost of
change through the application of a very sound insurance principle?

Take the Sgtudebaker situation, which is a clcssic case. Senator
Hartke tallked about it. The chairman of the committee this morning
opened up with it. Secretary Wirtz talked about it. The Studebaker
company was the oldest automobile company in the business. We
celebrated some years ago with the Stl:deba]l?xer management their 100th
anniversary. They started out making some of the wagons that were
used by the early settlers that crossed this continent. Yet the Stude-
baker 001;{). as an automotive company is no longer in. existence in
t(l)le I{.{xite States of America. They have got a small operation in

anada. , ,

No one -could have anticipated that, yet fundamental economic
changes which came about in the automotive industry finally reduced
the volume of production in Studebaker to the point where the unit
cost was so hi%h, that they could not compete. And volume is the key.
When General Motors makes 8 million (§1evrolets and they can amor-
tize the cost of their engineering and their tooling over 3 million cars,
then the cost impact on the unit car is microscopic. But if they spread
the tooling costs and the engineering and fixed the overhead over a
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volumie of 250,000, then, the nit cost is so high that you can’t compete.
These are the kinds of economic factors that ultimately determined the
fate of the Studebaker Corp., as well as Packard, as well as Hudson.
Asthe economic ¢concentration in this kind of industry gets greater and
gmater, this will be the kind of problem that smaller companies will
ace. ‘ o
~ Let’s ook at what hapie‘ned in Studebaker. We had a sound plan,
The company paid into their plan over the 14-year period, and when
the plan was terminated it had $£3 million in assets. But assets are
a relative thing. You have got to measure the assets against the obli-
gation. And when wé did that, we found that there were 10,600 work-
ers who had & claim on 'that $25 million, -~ * -~ -~ . '

‘When we were faced with this very difficult problem at Studebaker,
we looked at these 10,500 workers, all of whom had & claim upon that
$25 million, and foiund that there weré really 3 groups of workers that

‘we had to deal with. There were 3,600 peo})']e who either had already
‘retired or had reached the retirement agé of 60 ind were still working.
They haqd the first claim'and weé allocated that portion of the $25 mil-
‘lion to guarantee pensions for the balance of their lives to those people
on retirement andthose people who had reached the age of 60.

In the second category of efiiployees, there were-4,000. They were
in the age bracket of 40 to 59 with at least 10 years of service—which
qualified them under the veéstihg provision. " Now, some of these work-
ers missed being 60 only by & couple of months. And becauss they
missed that magic date by & couple of months, they fell in the second
category and as Secretary Wirtz pointed ont, the‘g only got 15 percent

“of their equity, becatse after we took caré of the first group, there was
only that much money rémaining, = . S o

1;1};6 third 'category of 2,900 workers under age:40 got absolutely
nothing, =~ - - R S R

‘NOW?tha't‘- i the kind of problem that we are confronted with. We
can’t solve that at the bargaining table.. That is béyond the economic

‘capability of finding a rational answer at the bargaining table because
you -can’t anticipate these things. And when the problem occurs,
you can’t bargain with the company that is going out of business.

It seems to me that-the only way that this problem can be dealt with
is by the application of the very sound insurance principle which we
have applied in other areas. When we recognize that the burden of
a risk is too great to place upon the back of a group of people, we share
the burden of that risk by an insurance concept.

When we were faced with a very similar problem at the bottom of
tha great depression, in 1933 I think is was, the Congress enacted the
legislation to reinsure bank deposits. We recognized that you couldn’t
deal with the problem excepting as everyone shared the cost of that
risk. 'We recognized that if one bank went under, the people who had
their deposits in that bank shouldn’t carry the total burden because
the economic factors that make for termination of a plan and some-
times the bankruptcy of a bank are beyond the influence of the corpo-
ration or the company or the bank. We believe that just as there
was sound reason for the Fedéral Government to apply the insurance
principle to gudrantee $10,000 deposits for people who have their
money in banks, that that same principle should apply here.

Now, there are obviously technical problems, and these were dis-

+ cussed here this morhing when you had representatives of the Social
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Security .Department and: the Labor Department and the Treasury
Department appear. . But there were technical problems when the
legislation wag considered in terms of insuring bank deposits.

Obviously you have got to have some basic minimum standards but
there are minimum standards now for a company to get its pension
plan approved under the tax laws. It has to be cleared by the Treas-
ury Department and I must say this is not automatic. In some of
the plans that' we negotiated in the earlier days when we were all
somewhat new at this sort of thing, there were many technical prob-
lems - that our actuaries and the company’s actuaries had to spend
considerable time in Washington working out. So that this isn’t just
a kind of routine automatic clearance. There are standards.

- But this is equally true in the bank deposit insurance field. A
bank who wants to ge covered has got to meet cértain minimum re-
quirements in.terms of its investment policy,-and so forth, or other-
wise what ‘we would be doing is insuring incompetence. We would
be underwriting irresponsibility, They: have got to be standards in
any kind of a program. But none of these things are beyond man-
agement and we believe that the technical problems can be worked out.

. I believe that there is.a growing awareness-on the part of both
management ‘and labor and people in Government about the need
for dealing with-this kind of problem. How many hundreds of
Studebakers do we have to have before weé recognize that people
.who look forward with a sense. of security and a sense of dignity
to their retirement years, based upon the fact that they figured how
much they were going to get in social security and how much they
,Were ﬁoing to get in their private pension plan, who have their whole
life planned should not suddenly be denied half the benefits. This
is wrong and we have got to find an answer or we will put in jeopardy
this unique approach in which we'rely on both the public and private
contribution to:the total welfare of the worker and his family in the
years of retirement. : ‘

It is in recognition of this—that I think is a very compelling and
urgent problem—that the President’s Committee that Secretary Wirtz
chaired, got into this. I had the privilege, Mr. Chairman, of serving
on the President’s Labor-Management Policy Advisory Committee
which is made up of some of the top indust ople in the United
States and labor people and representatives of the public. We have
discussed this and it 1s our unanimous belief that we need to do some-
thing about this problem,

I served as a member of the Special Commission authorized by the
Congress to deal with problems of automation and technological prog-
ress. That Commission worked for more than a year. Its member-
ship was composed of top industrial leaders, labor leaders, and an
equal number from the public. It also, in its recommendations, urged
the enactment of legislation to reinsure pension benefits when the
plans were terminated because of economic circumstances beyond the
control of any ‘given company.

It is in this spirit that we urge that the Congress take action. At
the same time, we are very, practical. We know that in terms of the
legislative procedure you have got to plant some seeds and then you
have got to nurture those seeds and water them carefully and tend
them with great care and tenderness and then finally as they begin
to take roots we get more people interested.
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. This is how we have made human'progress over these many; many
ears, - We are realistic to know. that this session of Con at this
ate hour is not going to enact this measure. But we believe that the

bill 1575 is a soundyreasoned approach to meeting this basic problem,

There are technical questions thut obviously will-have to bé probed
out. “But we hope that we will not get.involved in a long extended
academic study: of & human problem that requires attention;quickly.
‘We hope that all the study that must bé done will be done so that
early 'in the next session of the Congress we can get prompt-and
favorable action on this bill. If we are going to place in ‘cur kind
of free society, as we all do; maximum reliahce wpon individual initia-
tive in the broad area in' which we try to find- nongovernmental
answers to human Eroblems and if we try:to supElement what we do
together through the instrument of Government by maximum initia-
tive in the private sector, then we must shore up the contribution
of the private efforts. It must be equally as reliable as what we do
in the .public sector or what we do in'the private sector will be in
great jeopardy. . oo v T -

It is in this spirit of trying to maintain that unique balance between
collective governmental action and the supplementation of that gov-
ernmental effort in terms of private efforts that I think action is
needed to meet this very real and serious human problem.

" Thank you, Mr. Chatrman. , : '

Senator Saarners, Thank you, Mr. Reuther. That is a very splen-
did statement. o :

Senator Anderson, do you have any questions?

Senator AnpersoN. A few. I think it is a fine statement. I am
glad to have it, - S - :

When we discuss need for reinstrance, I am sure Mi. Reuther wilt
recall in the atomic energy work the ‘Price-Anderson Act above what
the ordinary groups could take care of. I think that is the situation
of Studebaker. You had enough money to take care'of the most im-
mediate and then the 15 percent, and the last got none at all. Reinsur-
ance would be useless at this point. I think if we try to combine
reinsurance with this problem, we will get along very well. I com-
mend you on a very fine statement. -

Senator WirrLiams. I, too, want to compliment you on your state-
ment. ‘I think it is generally agreed that the greatest contribution
‘that organized labor made to the American workingman was the
initiation of a pension system. And, while we have madé great prog-
ress in that area, I am one who likewise thinks that there are weak-
nesses in our present system that have to be corrected. |

Maybe they can’t-be correéted entirely by management and labor.
Tt may be necessary for some such program as is being suggested.
I don’t know. S ..

I am glad that you sre adapiing the principle here this morning
that this is an area that needs study, careful study, to develop all of
these problems so wo can reach a solution. We can’t find a solution
until we realizo the extent of the problem. .

Now, would you not agree that one of the problems that we are
confronted with is that we need investment standards that could be
laid down on these pension funds? T have had a few workers cite
cases where their funds were invested, maybe unwisely. I have often
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wondered -if we couldn’t have investment standards, requirements on
contributions to pension funds that would put them on par with, we
will say, the investment standards of banks or trust funds in the
respective States. '

wonder ‘if we couldn’t' have some such approach as that to con-
sider along with this. I think it is very important. There is the
tendency, and it is a natural tendency—if you or I were managing
& company and we had control of the pension funds and the company
was having difficulty raising money, we would be maybe attracted
toward the idea of investing some of the pension fund in our own
company. The investment of Sears, Roebuck funds in their own stock
has proved most satisfactory, and Sears, Roebuck stock would qualify
under most any investment standards in any State. But there are
other cases not so clean. : :

Do you know—do you not think that investment standards are
essential to these funds? - , R

Mr. ReuTHER, Senator Williams, I certainly do. I think that when
a trust fund has:the responsibility for investing the funds to provide
pensions for workers for during their retirement years, that there is a
very grave responsibility and 1t ought to be carried out with certain
basto standards for investment, and we are very much in favor of that.
I think we need ‘bo’kee{)"in"mind,'ho:wever,sthe case'of the Studebaker
company. They met all of the highest standards of investment.

- Sénator WrLLtams, I'agree. . ' 70 . . o

Mr. ReutHER., But then the company terminated and the problem-
that we faced there was not the result of the failure to meet adequate
%)nvgstmenbstahdards. The problem was the company went out of

usiness, ; ' ; :

Senator WiLLiams, I agpreciate that and I didn’t mean to ihdicate
that that would solve it. In many of these private pension funds that
have been esmblished,‘Farticularly those that have been negotiated
over the bargaining table, there are investment standards. : But there
is nothing, as I understand it, in the law today that would require
minimum investment standards in order to get credit for the deduction
of the contributions for tax purposes. -

Mr. Reuruer. I think there are standards. Now, perhaps a study
of them might suggest that they are to bie tightened up and maybe
made a little more rigid, but the Internal Revenue Service does cur-
rently have standards. There are standards. Whether or not they
are adequat%,this is a matter I think that ought to be looked into.

Senator WiLLiams. As to vesting, I agres with you completely.
That is very important. I know that as a result of a company merg-
ing or going out of business, in addition to the situation with Stude-
baker—workers 55 or 60 years of age—are left with no retirement
benefits whatsoever, and I don’t know what the answer to the problem
is. But it is a problem that we should all give our attention to, and
as I say again, I think the Senator from Indiana has made a con-
structive contribution in providing us a forum to discuss this openly so
that we can all approach this problem and try to see the scope of what
we are trying to handle.

I just have one other question. In your negotiations in your De-
partment, have you ever arrived at any estimate as to the extent of
the unfunded liability of the respective pension funds that have come
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under your jurisdiction? In-order that we cotld approach this to see
just what the problem wouldbe? - . -~ ., . - - |

- Mr. Reuraer. We could determine that. .'We know the: projected
total liability. We know that portion that is funded to-date. We
know the uiifunded portion. . We conld get.those kinds of figures be-
fore the committee if you so desire. I don’t'have them at my finger-
tips.- - o1 0 R R SR LR L

. Senator Wirrrams. - I would appreciate it, and if for any reason such
figures are not supposed to be public, at least they could be made avail-
able to the committee because’ thinfz they would hélp us'in this study.
A's I stated earlier, you can’t solve a problem if you don’t first sit down
and’ frankly recognize what:that problem is. If that could be fur-
nished to'the.committee, either for our use in executive session, when-
ever that may be, it would be most helpful. I

Mr.Revrner. We should be glad to cooperate, - . . . C

Senator SmaTrERs. We would like to have any of that type of in-
formation: which jyou might be able to provide us with because it is
rather obvious from ‘what we have heard this morning that there is a lot
about this that we don’t know and even the agencies of -Government
don’t know.. - o .o o I S P

- Let me ask in that connection, did you not mention that you had ex-
perieniced: some 109:failures-of :pension funds,.that you had been
through that——" o sl 0 oo dad G i 00 e

Mr. Revraer, 118—UAW—113 in the last 15 years have terminated,
Eenpion ‘plans have terminated because the tompany -went:out of

usiness.. - . S R R IV,

- Senator SmaTHERs; What percent wouid you say would that be with
resgect to coverage of workers, of all the workers in the United Auto-
mobile Workers? o e . T

Mr. ReurhER. In the automotive industry it is a small percentage.
And I think if you took the total number of terminations of the pension:
plans.in the United States generally, theve, too would bs a small per-
centage of the total work force. But, from the point of view of the in-
dividuals, it is a total tmgedi. = o a e

You can’t really measure the human impact of thiskind of a problem
by microscopic percerita,¥e. Tt is a microscopic percentage of the total
number of workers involved'but to the individual and his family it is
a totaltragedy. -~ - - - o SENCEE SERN

Senator SMATHERS. Ri%:lt. -1 totally agree with that.” I am not try-
ing to denigrate the idea that we must do something about those people
who lose their pension rights. I just wondered how widespread it is
at the moment.  That would give us some idea as to how fast we have to
move on this. It is obviously a very serious problem. That was the
reason I'asked the question. S

Senator Wirxriams. If you can furnish that in the light of informa-
tion raised, it would give us sorhe basis upon which'we could estimate
the cost of such a program. - : “ o

Senator SmaTHERs. There is a need, but if the need is not too large,
then there is some reason to believe we could move a little faster because
it requires less governmental obligation. S

Mr. Reurrer. First of all, it is of no cost to the Government at all.
This is a self-financed program, the same as the bank deposit reinsur-
ance program which doesn’t cost the Government. The point is if you

3
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then it is microscopic in terms of its impact. : ; :

_ As for General Motors Corp.;- I have every reason-to believe that
they are going to be in business quite a few years from now. I would
hope so. 'Therefore, they have got to help carry. the cost just as the
Chase National Bank, which: is a rather solvent financial institution
in New York City,; I am told, and has every reason to believe that they:
are going to continue. But they are helping to protect the depositor
in some little county bank that may not make the grade because the
economic conditions in that area wheré they are may have changed.
This is the same sound .principle of insurance that we want to-apply
to this other kind of a human .problem. S IR

Let everybody carry a little share of the load and then one family
or one worker won’t have to carry a disproportionate share, : -0 -

- Senator Wiriams. I have just one question.. As these plans are
negotiated or as they are established on a voluntary basis, soms are
funded to a greater extent than others.. " Now, if you have a uniform
insurance rate to insure the solvency of the plan-at the Federal level,
you: would almost have to have a standard as to:the extent to which
the respective ?glans"wére financed or have a difference in the rates,:
would yownot¥:: : -+ . .o L g b e

Mr. ReurHER. You see, I think Senator Hartke’s bill, as I:said
earlier, is soundly conceived, because it proposes a fixed premium rate,
lb_utli) .}3!;01 amount that you .pay would'depend:apon your unfunded
iability. [T FARRTR Tl ::,w( o T N :

- Assume a company decided; and this may be a company where you:
have got a relatively small number of older employees and therefore
your past service credit liability is relatively low, that they would: fund
that liability in 10 years, s - A

At the end of the eighth year they would be almoést funded, and if
this program were in effect they would only pay the premium on the
unfunded portion. , ‘

Another company that wanted to amortize it over a longer period
and therefore -had a larger percentage of their total obligation un-
funded, would have to pay the premium upon a larger unfunded
amount. - So that thé thing flows from there. I think that is a sound
principle and it gets back to the banking approach. - a

"‘Does- the Chase National Bank get a different -premium when
obviously you can argue that it is less risky to reinsure a $10,000
deposit 1n the Chase Manhattan Bank just as you can argue that it
would not be risky backing up the pension benefits of a General Motors
worker? The law says that Chase National Bank will pay the same
premium as that little bank in Podunk, Why? Because that is the
only way you can share the cost. Otherwise you place a dispro({)or-
tionate premium burden upon the fellow least able to carry it, and all
you do i8 accelerate the economic factors that might terminate his plan.

Senator WrLrrams. As I understand, there would be some variation
if the company chose to fund it over 10 years, 20 or 30 years in the rates.

Mr. Reurner, That would be determined under the funded portion
and therefore would reduce, if they funded it faster, the premium
based upon the unfunded portion.

-Senator SmarrERs. Senator Hartke?

Senator HarTkE. Mr. Reuther, I compliment you on a very fine
statement and a fine analysis of this problem. I am hopeful we can

spread the cost of this small group that gets victimized over thé total,
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have the statement from Mr. Miller here which I do not think 'will
take very long. Let me come on back to this ‘problem of solvency
for a moment which seems to be bothering the Senator from Delaware,

The problem that we have here generally speaking, is that we
are not in & position, as you said, to indicate what is going'to happen
cconomically, or how many companies are going to terminate their
businesses at this moment. Hopefully none. Right? ’

Mr. ReutHEeR, Correct. : | o

_Senator HARTKE. As long as the economic conditions expand, the
chances of termination are relatively less then they would be if you
have an economic decline. This is the general period. In other
words, during periods of prosperity, generally speaking, businesses
don’t fa@l as often as they do during periods of recession or depression.
So this imprecision of our ability to really predict a level of employ-
ment doesn’t undermine the solvency of the unemployment compen-
sation system, does it? C

Mr. Reurner. No, it doesn’t. . o o

. Senator HArRTKE. So you seé what we are sayin%)here.is that there
are factors in which the Government has been able, with the help
of private enterprise and the whole operation in the private sector to
take real difficult problems and reduce them to an operative system,
isn’t that truie? S o

.-Mr. Reurugr, Correct. - -.- .~ . - AT

;- Senator HArTKE, And this is:what we have done as you. have in-
dicated in bank deposit insurance. 'I might point out with regard
to the Senator from. Florida’s statement about the need, whether by
looking at how many companies are failing now, or in the future.
Let, me say that those people in Idaho, some 20,000 depositors who
found themselves in an uninsured savings and Joan institution out
there, they probably wish they had the savings and loan insurance that
the l;ederal Government provided for them to participate in, isn’t that
true

Mr. ReurHeR, Right. X ' /

Senator HarTke. Now, they were a State operation and therefore
they had the option of excluding themselves from the insurance, but
if as a condition precedent, they wanted a Federal charter, they would
have had to come into the savings and loan guarantee system, as a
condition precedent, and then they would have had a guarantee for
their savings. :

On the other side, we have the recent failure of the savings and loan
institutions in Arizona which was federally insured, and all those
people who had deposits up to $10,000 had no worry. Although that
savings and loan institution failed, the broad insurance coverage pro-
vided those depositors made sure that their life savings weren’t wiped
out overnight. : ) -

Talking about immediacy, I would like to point out that William
Jennings Bryan in 1907 made a speech in which he advocated Federal
- bank deposit insurance, but it took them some 26 years to get it. I
just hope we don’t take 26 years to solve this problem, and then meet
1t in a period of crisis and try to take care of it then. ‘

Now, this pension problem wasn’t existent in the depression of 1933
but it could be a serious problem today. For that reason I would hope
that the chairman would permit Mr. Miller to read what is'a one-page

Wit g
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statement, a copy of which I happen to have, because he is from 'my
home State of Indiana, and I think he represents the real human phase
of thisproblem. - o o o

Senator Smatiers. We always are happy to indulge the distin-
guished gentleman from Indiana. ‘

Mr. Miller, 'yoirdgo right ahead. . a

Mr. MizLer, My name is Nolan Miller, I live at 805 30th Street
South Bend. I am an employee of Studebaker at the present time.
am 59 years of age and have worked at Studebaker since 1926, I
have a boy 16 at home yet and I don’t see any possibility; unless things
change, for him to get a college education.

T had depended on my Studebaker pension along with social security
for a living when I reached retirement age because my savings from
income at Studebaker were far too little to provide for retirement
income.

I and the other employees at the plant looked forward to our Stude-
baker pension in the same way as we did to our social security and had
the opinion that we were just as sure to get it. There was never any
serious thought that we might lose it because of the plant closing.
Even when the Studebaker Corp. annuonced in December of 1963 that
their plant in South Bend would be closed down mcst of us felt our
pension was secure and that when we reached retirement age we could
depend upon getting it. This was the only bright spot we could see in
the terrible prospect of being thrown out of a job at the age of 59
when finding a job was almost impossible. .

When we finally came to realize that only those already retired, or
who would reach age 60 by November 1, 1964, could get a pension be-
cause the plan wasn’t sufliciently funded to do more, it was probably
the most bitter news we ever received.

The pension plan terminated on November 1, 1964, but out of the
approximately 5,000 who had from 10 to more than 40 years of credited
Een‘sion service, only some 1,300 employees were eligible for pension
dy. vli)tl'tlclle of having reached age 60 or by being totally and permanently

isabled.

All that was left. for those of us under age 60 was the amount of
money in the pension fund not needed to guamntee pension for those
who were eligible to retire by age or disability. This remainder was
divided among us according to our ages and credited pension service.
The individual entitlements ranged from $200 to $1,600.

Senator Syaruers, All right. Thank you very much, Mr. Miller.

And in order that we don’t wait 26 years, we will adjourn now
and go to lunch. ‘ '

Mr. Revruer. I 'would like to assure you, Mr. Chairman, that we
are going to be down here and you aren’t going to wait 26 years.

Senator SMaTHERS. I am sure you will be. :

Thank you very much. e

(The prepared statement of Walter P. Reuther follows:)

STATEMENT OF WALTER P. REUTHER, PRESIDENT, UNITED AUTOMOBILE, AEROSPACE
AND AGRIOULTURAL IMPLEMENT WORKERS OF AMERICA, AFI~CIO, AND PRESI-
DENT, INDUSTRIAL UNION DEPARTMENT, AFL-CIO

Mr. Chairman and Members of the Committee, I appreciete the opportunity to
appear before this Committee to urge prompt consideration and early enactment
of a self-supporting Federal relnsurance program to safeguard at least a basle
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portion of the retirement benefit promises currently held out to milllons of wage
earnerg in America under private pension plans.

The basic concepts of such a program are embodled in Senate Blll 1575, intro-
duced by Senator Hartke in the First Session of this Congress and now in the
hands of your Committee.. The concepts are soundly concelved and there is
urgent need for Federal legislation based onthem. . .

My anpearance here is in two capacities: as President of the Internqtional
“Unlon, United Automobile, Aerospace and Agricultural Implement Workers of
America (UAW), with more than 1,650,000 active and retired members; and as
President of the Industrlal ‘Unloti Department of the AFL~CIO, whosé constit-
uent unfons répresent inore than 8 million members. Both the UAW and the
1UD, by upanimous action of their cupsgtitytlonal conventions within the past
vedr, have reaffirmed and reemphaleed positions takeh at prior conventions
going back to 1961, calling for development and implementatlon ot a ederal
pension r iusulaxlce program, - ‘ _

e ; - UAw mnnmxcx - ‘

We ln the UAW are proud of our Unlon s role in the growth and shapl»lg of
private pension. arrangements in Am rica, The fact that these arrangements
are 1goked to as a'vital and significant supplement to ‘the basie’' Soclal Security
system: in' most- segments of: Amerlcan industry, reflects in:very substantinl
‘nmegsure the results of free collective bargaining between unions and management.

The Qrst, UAW pension plan was negotiated with the Ford Motor Company in
‘thé fall of 1049. It constituted a historic break- through in the establishment of
formal funded retirement’ programs “for' hourly-pa!d workers ‘In the mase-
productlon industries. - -

‘The UAW- now has over 1000 penslon plans - with. employers in automotive,
aerospace, agricultural implement and related industries. These plans cover
over 1%, million active workers and are currently paying monthly benefits to
more'than 180,000 retired UAW members. Estimated assets’ currently accrued
in the pension funds of the plans are approximately $214 billion. Annual con-
tribiitions to these funds, apart from interest earnings, total an estimated $350
million and annual pension disbursements exceed $220 million.

From the outset, the Union has placed emphasis on certain basic principles
which we consldered essential to'the bullding ot sound retlrement security pro-
grams., These have included:

Insistence on responsible arrangements, as part of the c¢ollective bar-
gaining contract, for the progressive fuudlng of agreed pension benefits
through regular contributions into an irrevocable fund (held either by &
bank or trust company, as a’ trustee,’or by an insurance company) based on
determinations by a qualified independent actuary ;

Benefits based on recognition of past service acerued before establishment
of the plan, or before the date of a negotiated benefit improvement, in order
to give meaningful protection to the older and long-employed workers with
little or ‘no opportunity to bulld such protection through “future service”;

Benefit provisions both for normal and early age retirement angd for disa-
léllltyri tx;zth‘ement, supplemental - and in. addition - to the worker's Soclal

ecu s

Achievement of pension portability through progresslvely lmproved vest-
ing features to preserve earned penslou rlghts ln case of employment termi-
‘nation prior to retirement, -

In the great majority of UAW penslon plans, the application of these principles

has provided and may be expected to continue to provide a significant measure
of retirement security, with assurance that promised benefits will be delivered
when due and will be paid for life to eligible workers and their spouses. Our
concern here is with the problems created in’ the minority of situations where,
as a result of business failure, plant closing or removal, discontinuanceé of man-
ufacturing operations, or other factors, the pension plan terminates at a time
when currently accrued assets are insufficient to provide promiseéd benefits.
. Over the past 15 yearg the UAW has had direct experience with 113 pension
plan terminations invloving coxgpanles ranging in gize from Studébaker, which
employed 7,000 workers in South Bend whon it d!scontinued auto manufacturing
in that communlty in December 1968, to an mdependent parts suppller wlth
less than 20 employees.

A number of the terminations aftected only partlcular subsidlarles or dlvlslons
of larger corporations with which, in-several cases, our Union still has collec-

B
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tive bargaining relations and going pension plans at other locations., This is
true, incidentally, of Studebaker Corporation. Most involves complete liquida-
tionof a business, -~ =~ - -

Mergers,  technological change, markéting problems or competitive pressures
played a part in'most of the management decislons to closé out or move opera-
tions. In neéarly all of the situations, when e sat down with mianagement rep-
resentatives to examine fund balance sheets and to agreée on termination pro-
cedures, Both 'sides of the table were brought face to'face with the human
problem of telljng:at least some of the workers that, in ‘addition to the loss
‘of their Jobs, all o part of thie pension expectations on which they had reasonably
reliéd could not be fulfilled. . ,

Such news can be a heavy and _tragtllc blow for the workers affected—its impact
increasing ih direct proportion-to their aiges, 'their length of service at stake
aud ‘chances for fufther employment.. In some’'of the more fortunate situdtions,
denial or proration df accrued benefits an plan tévinination was limited to rela-
tively yourng workers ‘'or 'those with récent hire dates. ' More typlcally, available
assets have beén sufficlent to provide full benefits'for retirées and also for non-
retired workers ‘at’ ot ‘close to minimum fetirement age, but could proyide only
two-thirds, one-half'or less of earned pensions for those in the next lower pri-
orlty,'g’rq‘l}g 'specified’in the plan. Iii a few' instances involving a large con-
centration ps’older‘long-s,e_rvlcg workers eligible to retire in 'the first years after
setting up of the plan, termindtion ehrly in the process of funding initial past
servicé Iabllitles necessitated cuts i’ pensions already granted.

The Studebaker experience, to which Senator Hartke made specific reference
in introducing his bi)l, has attracted national attention. What happened in
that situation will illustrate the genéral ‘probtem. . =~ :

Aitl}ough‘qar‘ manufacturing at Stidebaker South Bend plants ceased at the
end 'of 1963, the Studebaker-UAW pension plan was not formally terminated
‘until November 1, 1904, following ‘expiration of the collective bargaining agree-
ment. As of that date, Studebaker’s contractual funding obligations ceased and
employees, former employees and pensioners could look only to the approximately
825 million in ‘assets bullt up in the Fund during the 14-year life of the plan
for dscharge of their pension equity. At that time, the schedule of past service
liability amortization, provided contractually on'the same actuarial basis as iu
gtheg auto industry plans, would have brought the plan to “fully funded” statuu

y 1989, - o o

In round numbers, a total of approximately 10,500 persons were determined to
have a potential equity in the fund on termination date by reason of retirement,
ourrent senlority status or former émployment with vested rights. These persons
could be roughly divided in three groups: .

1. About 3,600 were on pensfon or were eligible for pensions on the basis
gt having reached age 60 with 10 or more years service by the termination

ate, .

2. Another 4,000 employees and former employees fell in the age 40-59
bracket with at least 10'years of service, qualifying them for full vesting
of their equity under the terms of the plan. - oo

8. About 2,900 were still on plant seniority rolls but were either under
‘age 40 or lacked sérvice for vesting. o

The assets were adequaté to guarantee full YiZetime peusions for the first group
(age 60 and over) only. - After purchase of paid-up annuities from an insurance
company selected on a- competitive bid bases, approxiitately $2.4 millon re-
mained for the second group. This represeénted only 169 of the reserve esti-
mated as necessary to provide their accrued pensions., Because of its insuffi-
clency for any meéaningful retirement benefits, the money was distributed by
agreement in the form of lump sum payments averaging $600. Individual
amounts ranged from $200 to $1,600. =~ = - '-

No benefits were avatlable for the 2,800 employees in the third group.

‘Statistics on the second group of 4,000 *“vested” Studebaker workers show an
average age of 62 and an average service with the Company of just under 23
vears. Averages, however, give only part of the picture. ' One of the members of
the local Union Committee participating in the plan términation discusstons was
59 years'old with 48 years of Studebaker service since entering the plant at age
16. He was one of the more than 20 workers with service in excess of 40 years
who missed by a few ‘months the minimum retirement age of 60 and could not

receive & pension. -
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THE NATIONAL BIYUATION . N

The situations confronting workers involved in the Studebaker and other
terminations of UAW-negotiated pension plans are in no way unique.

.Available government statistics Indicate that some 7,000 retirement plans in
the United States, previously approved for tax exemption by the Internal Reve-
nue Service, were terminated between 1953 and 1985. Approximately 500 were
terminated in each of the years 1064 and 1965. Although data are not currently
avaliable on the numbers of employees affected or on the funding condition of
these plans at the point of termination, there can be little doubt that their
discontinuance cancelled or drastically reduced the pension expectations of many
thousands of workers. . . Lo

Secretary Wirtz in his testimony on May 9, 1966, before the Fiscal Policy
Committee of the Joint Economic Committee, mentioned the need for definitive
research in this area and indicated that the Bureau of Labor Statisics and the
Internal Revenue Service are currently collecting and analyzing data on the
reasons for terminations of tax-qualified retirement plans over the past 12 years
and the effect on plan participants. I heartily concur in the need for research
of this type and for continuing study by these agencies and other groups, in
government and without, in order to shed as much light as possible on the size
and scope of {he problem, Data collected will be of great value in implementa-
tion of a sound and effective program. But the fllling of ‘every last data gap
should not be allowed to become a basis for delaying responsible consideration
and early action on the legislation here under discussion. )

In the case of Federal insurance of bank deposits and Federal insurance of
mortgages, the conslderation and enactment of legislation by Congress was
based on examination of basic concepts and issues. I believe the same approach
can and must be followed in extending the tested principles of these vital and
universally accepted pleces of social legislation to create an effective mech-
anism for reinsuring private pension plans. . o )

Today more than 25 million Americans are covered by such plans. Estimates
indleate that this will increase to 34 million by 1970 and 42 milllon by 1980.
Some 214 million retired men and women are currently drawing benefits under
these plans, and estimates place the number at 7 million by 1980.

According to most recent SEC statistics, the invested reserves of private
pension plens at the beginning of this year exceeded $85 billion, with $58 billion
represented by assets in self-insured trusts and the remaining $27 billion by
reserves held by insurance companies. The net increase last year was approxi-
mately $8 billion in both types of funds and projéctions to 1980 indicate a potential
private plan reserve total of $225 billion. By that date, it {3 estimated that the
present annual benefit payout of almost $3 billion will have tripled to at least
$9 billlon. » L ‘

Figures such as these give some indlcation of the degree to which the public
interest is involved in private pension plans and thelr impact, present and
potential, on the operation of the economy and on the retirement security and
expectations of millions of working men and women. The necessity and justi-
fication for governmental concern is further underlined by the fact the plans
are to a significant degree subsidized by Federal taxpayers through the favored
tax treatment accorded.them under the Internal Revenue Code as part of a long-
standing public pollcy of encouraging their growth and development as a sig-
nificant supplement to our basic Social Security system, L

The extent and nature of this public interest have been dealt with at length
by. the President’s Committee on Corporate Pension Funds and Other Private
Retirement and Welfare Programs (the Cabinet Committee) in its January 1965
report on “Public Policy and Private Pension Programs.”

As you are undoubtedly aware, that report included a recommendation, con-
curred in by the President's Labor-Management Advisory Committee, that
seripus study should be given to a pension reinsurance system. More recently,
the Natlonal Commission on Technology, Automation and Economic Progress,
in its report to the President and Congress, under the heading “Protecting the
Earned Benefit Rights of Displaced Employees,” states: C

“We favor whatever legislative or administrative measures may be necessary
to promote greater equity and security in the establishment and administration
of private pension plans. Specifically, we recommend that careful study be
given to a legislative system of relnsurance for private pension plans similar to
the relnsurance of bank deposits through the Federal Deposit Insurance Corpora.

tion.”

L)
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. " CONCEPT8 AND ISSUES IN BEINSURANOE'PROGRAM 1': @ -~ ~i'r.hym

Various methods and degrees of funding private retirement plans,‘whetl‘ner, fu-
stituted through colléctive-bargaining or unilaterally’ by eniployérs, have béen
developed - a88,4; rational way- of spreading and allocating benefit costs Which
sooner or later must be met if promised pensionsaretobepaid., ., ... ... ¢

P'ut in the shinplest terms, the risk of non-payment arises, as I have indicated'
in discussing of UAW expericncé, when the plan IS terminated at a point where
a significant gap exists between avajlable assets and the value of accrued bene-
fits; 'Suchi gaps are bound to exist' in hewer 'plans which ' hdve undertaken’to
provide benefits based on past gervice of employees. Also, updating and’improve- -
ment. of benetits;.which have been and will continue to be characteristic of most
plans if-théy are adequately to perform their supplemeptary role in a dynamie,
economy, inevitably increases funding requirements and 'the risks of insufficiency
of assets in event of utiforeseen termination. SO _ I

To meet this problem a first basic concept of the Federalireinsurance program
is that all IRS taxz-qualified plans will be required to participate as a condition
of continued favorable tax treatment. This approach is the only one which can
agsure the broadest possible pooling of risk so that premjum rafes can be held.
to 8 minfmum hnd 4t the same time remove the hazards of “anti-selection” and the
essential unpredictablility of the factorg which may:sooner or later require termt-
nation of any partlculax plan, ‘A further compelling reason for.the appreach
lies 1 the fdct that in-our interdependent econéniy, the failure of an'enterprise
or the closing of a plant is rrequently the result of-action by others and the costof
insuring the risk of lost pensions for the workers involved should very properly
?E‘assgssed in some measure against firmg directly or indirectly profiting from

e action. - o o ' .o

A second basie concept {s the reinsurance of the risk of invéstment losses
through any forced liquidation required for payment of benefits. This is a rela-
tively minor part of the total risk and provisions of the proposad bill seem to me
sound ‘and. closely analogous to the principle of reinsurance of bank deposits
undeér FDIO. ‘

A third and possibly the most fundamental concept is the reinsurance of the
gap between assets and labilities on the basis that the relnsurance program will
not be providing additional assets for a private plan, but will in effect be guar-
anteeing missing benefits to the extent that the total entitlement of the beneficlary,
does not exceed prescribed limits, I strongly endorse this approach, which 18,
of course, again similar to the well-established principle in ¥DIO of a limited
liability of $10,000 with respect to & single bank deposit. o

A fourth concept, involving the framing of .the program as a whole, {s' the
establishment of maximum premium rates for both investment and benefit loss
risks, within which there is flexibility for the Secretary, with the advice of the
Advisory Council’to develop and adjust required premiums. *There 1§ also
similar discretionary authority for determining and limiting, if necessary, tha
priority categories of benefits to be covered by reinsurance protection, In my
opinion, this provision for flexibility within prescribed cost limits is. a sound
and prudent basis for initiating the program and, as an important consideration,
it should facilitate éarly initlation and implementation of this vitally needed
social legislation, leaving leeway, as was the case with FDIC, for adjustments
which can best be made on the basis of operating experience.

CONCLUSION

With thé treendous expansion of private pension plans in America, and their
development as a flexible and significant secondary source of retirement income,
the gecurity of-the pension promise which they: represent to millions of wage
earhers has clearly become a matter of vital public concern, .’ ’

- Establishment of a natlional mechanism to {nsure a portion of ‘the risk of
inadequacy of plan assets to meet benefit obligations in evént of. termination is
in no sense a threat to the private pension system. On the contrary, such an
undertakng will serve to strengthen the private system and to make it more
éffective while continuing to permit a wide latitude in the design and operation
of plans to meet varying needs and circumstances. ‘ ‘ :

. The program will be self-financing and constitutes a direct and practieal ap-
proach to a- eritical problem which only national legislative action can solve.
Such. action is consistent not only with the public policy considerations which
have led to specldl tax exemptions for qualified plans but'with the concepts’
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underlining such long-established measures as governmental insurance of bank
deposits and mortgages.
Senator SmaTHERS. We stand in recess until 2:30 p.m.
(Whereupon, at 1 p.m. the committee recessed to reconvene at 2: 80
p.m. the same day.)
L AFTERNOON SESSION

. Senator SmaTuers. The meeting will come to order. We will pro-
coed with the hearings on S. 1575. . -
The first witness this aiternoon is Mr. Bernard Greenberg, a repre-
sentative of the Insurance and Pension Department of the United
Steelworkers of America. He will be accompanied by Mr, Nordy
Rl;ﬁ'xqan, distinguished representative of the United Steelworkers of
erica.

STATEMENT OF BERNARD GREENBER®, REPRESENTATIVE, INSUR-

"ANCE, PENSIONS AND UNEMPLOYMENT BENEFITS DEPARTMENT,

' UNITED STEELWORKERS OF AMERICA ; ACCOMPANIED BY NORDY
HOFFMAN; AND MURRAY LATIMER, ACTUARIAL CONSULTANT

Mr. GreenBera. I also have with me Mr. Murray Latimer, our
actuarial consultant, Senator Smathers.

Senator Samatners. All right, sir, yov may proceed.

Mr. Greensere. I want to apologize for not having any prepared
%ta-_tsment to offer because I did not hear about these hearings until

riday.
- Senator SMATHERS. You are in the same boat with a lot of us, but
y(ﬁl{ go right ahead. We just have to listen and you are having to
ta :

" Mr. GreenBera. I am a re%resentative of the Insurance, Pensions,
and Unemployment Benefits Department of the United Steelworkers
of America. I am testif i:g on behalf of my organization in sup-
port of the principles involved in Senate bill 1575.

Senator Smataers. We might as well stop right there because, un-

fortunately, that bell indicates a vote.

Short recess.)

enator HarTtke. The committee will come to order. 'We will pro-
ceed as best we can. We are on a quorum call now. There prob-
ably will be a vote just as soon as we get started. We will do the
best we can.

Mr. Greenberg, will you proceed. I understand you had gotten
started.

Mr. GreenBERG. All I had said was I was testifying on behalf of
my organization in support of the bill.

The Congress has long since established that the Federal Govern-
ment has a responsibility for the protection of private pension plans.
In the Taft-Hartley law and in the Reporting and Disclosure Act,
the Congress has assumed that there is a need to insure that workers
who participate in private pension plans will receive the benefits of
the pﬁms when they become entitled to them.

It has been suggested this morning that an element of the tax
laws includes the notion that the tax laws or the regulations under
the tax laws have been devised for the purpose of protecting pension
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rights, but I think that this is an erroneous notion. I think the es-
sential purpose of the regulations under the tax laws is to protect
the Federal G ~ernment, to make certain that pension plans are not
used as a means of eva&ing taxes, co'that the thrust of all the in-
come- tax regulations is to insure wnat the employer does not put
that much money away, that the Federal Goyvernment is unfair-
ly deprived of taxes that it is entitled to. And it is interesting of
course that the laws were particularly, and the regulations, were par-
ticularly amended during World War II when so much work was
being done on Government contracts, and it was felt that this was
an opportunity to load onto the Government a lot of costs for plans
that were not intended to be permanent. .

Unfortunately, thus far the Congress has assumed that the main
threat to the receipt of the promised pension benefits lies in the possible
bias or dishonesty of the plans’ trustees or administrators. This
proposed act tries to rectify that erroneous notion. In fact, the far

reater threat to the receipt of promised private pension benefits lies
n the premature termination of the pension plan as a result of market
or other impersonal forces over which neither the unions, employers,
nor the Congress have any control.

In 1964, we made a study of the pension plans that we had in the
industries in which we represent workers and, at that time, we had
1,337 -units in-the United States with a total employment of nearly
800,000 employees covered by pension plans. ‘This meant that 91 per-
cent of all members of the Steelworkers Union were covered by pension
agreements. I might say that it does not by any means cover the same
proportion of companies because, in fact, most of our small units are
the ones that are not covered, and the fact that we have 91 percent
of our members covered by pension plans merely means that we have
practically all of our larger units under pension agreements, and that
many of our smaller units employing, say, in the area of 100 or so
workers, are not at the present time covered by pension agreements.

Toa (iegree, by the way, the concern over the establishment of plans
in these small companies is the fear that it may not be possible, in the
event of an early termination of the plan, to provide sufficient moneys
to pay the benefits promised.

I might, by the way, indicate to you that about 19 percent of our
pension plans are-in units that have fewer than 500 employees; 58
percent are in units with fewer than 10,000 employees.

This morning there was a very considerable discussion about the
merits of vesting, and in the discussion it seemed to me that one very
important point was lost. To discuss vesting exclusively in terins of
voluntary quits by employees loses sight of the fact that in fact pos-
sibly the major reason why employees obtain vested vights is that their
service is involuntarily terminated as a result of layoffs, plant shut-
downs, or disability, disability of a nature which does not qualify
them for an immediate disability pension. In those circumstances,
it can hardly be argued that vesting is in any way going to disrupt the
cmployment relationship between an employee and his company.

In the case of employees who desire to quit but who are held back
from quitting by fear of losing their pension ri%hts, I can only say
that I would suspect that few employers think that this is the kind
of employes they would care to keep on their payroll anyway, and
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I have yet to hearsny:complaints or a‘ny‘-sulgggestimi,iény:proposglq
from employers with:whom we have negotiate vesting for any reason
of a°break 10 service, that the: vesting Frovisions be resoinded, . ..
- I have asked Mr. Latimer;:our consultant on;pensions and; actuary,
to state later what the:possible costs of vesting ave,:and. J; think that
he chnilluminate another.question that has troubled.many members of
the'con'lnlitteethismbrn‘ingi TR »;i’:ér S '.";’ EEREE FET ;
The Steelworkers’ plans are financed pursuant to two major ¢lassi-
fications of ‘provisions. . The first provides that a company is, solely
responsible for tlie provisions of the:bonefits agreed to, ,I might say
that that statement is in conflict. with the statement of tha Seecretary
of Labor this morning, who said, if I remember. correctly, that prac-
tical]g(; all plans limited the liabilities of the company. ‘At least in
steel that is not true. To the contrary, in steel, in most companies the
obligation of the employer to provide the benefits agreed: to is un-
limited. He simply agrees to provide or cause to be provided the bene-
fits of the agreement. . - L R I T S,
There are two subdivisions under that, but I would like to withhold
my comments on that for a moment. . e
The second major classification dp‘rovides that the company. is re-
sponsible only for the setting aside of.specified amounts of money
which are to be the source to which: participants may. look for their
benefits. - The first classification of agreements has two major sub-
divisions. The first subdivision leaves the’'company completely free
to determine the manner and means of fulfilling its obligation under.
taken to provide pension benefits. L . - TR
The second subdivision: provides.for. the setting aside of :certain
specified minimum amounts of money, but the responsibility in the
end to provide the benefits continues to be the company’s, not the
fund’s. Thus in some companies we will provide that- when an em-
loyee retires; the company is obliged: to immediately have put aside
in the pension fund'a sum sufficient to pay that employes his pension
for the rest of his life. In other cases we may provide for payment
over n period of years. .-But in no event, in the type of situation that
I am discussing now, does the provision for putting money aside re-
lieve the company of the obligation of providing the benefits that
have been agreed to. o . - S :
No matter .which method of pension financing is ?greed to, the
payments of benefits in the event of a permanent shutdown may be
a problem, and sometimes is an insoluble one. It is necessary, there-
fore, to recognize how the problem arises. C E
May I also say thatin this morning’s discussion, I think there was
an almost exclusive emphasis on the possibility of the plan terminating
intime. 'In fact, the proposed act says that the benefits will.be payable
if such failure “is attributable to:cessation of one or more of the op-
erations carried on'by him”-—that is, the company—*“in one or more
facilities of such employer.” : o S e e
Therefore, I would:assume, and T think properly, that this should
be the presumption of the act, that shutdowns are intended not only
to cover the sithation in which:the -entire plan is terminatéd, but
also a plant of a particular company, a department of & company, and
even asubdivision of a department. - - - o0 T
~ I huve some examples to illustrate the importance of including these
several categories in the shutdowns we are talking about.
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- In the'nature of things; pension plans are infrequently fully funded.
To ‘begin with; pension benefit levels are being constantly revised.
This is due to at least four major factors: The rise in the cost of liv-
ing in' recent years, the rise in wage and sala:'ﬁ' rates, the rise in-the
standard of living made possible by the growth of the Nation’s econ-
omy and wealth, and the diminution of the work force and the con-
sequentincreased age of the participsants, all leading to increased costs
which were usually inot foreseen :or: even if foreseen, could not be
fuided against at thebeginningsof the'plan. - -~~~ :

Therefore, even if a sound conservative pension funding program
has been inveffect; & permanent shutdown creates a liability against
which countérbalancing assets have usually not been fully set aside,
and‘ which sometimes cannot ever be met. This, of course, is true in
the event of the complete shutdown of a plant. A .

- At this moment plant and departmental shutdowns are occurring
in three plants in circumstances with which I am personally familiar.
‘Perhaps these permanent- discontinuances of operations will prove to
be illustrative of the type:of problems we in the steelworkers face.
‘The first: shutdown :involves the permanent closing of a wire mill b
& very lar%e -steel company. Hundreds of employees -are involved,
‘and & very large percenta%g‘of these are entitled to immediate and de-
ferred pension benefits. ‘Their pension rights are as follows:

First, there are those who are age 65 or over with 15 years of service
who ave entitled to normal retirement. We have a special category
.of whatwe oall 75-80 retirement pensions; :These benefits which are
payable speciﬁca]}iy in a shutdown to those employees who have
reached age 55 and whose agé and service adds up to 75, or who are
lefss8 5han_ 556 years of age and whose age and service ddds up to a total
‘0 y i . . : ' . “ o o

A third category would include those who are éntitled to disability
and: retiremeént by reason of having acquired 30 years of service re-
gardlessof age. - - e ‘
- 'The fourth group includes deferred vested pensions which can be-
gin to'be paid:at age 60. . These are payable to employees who are not
-entitled to an:immediate pension under any other provision of the
agreements, S N : .
 'The average benefit to which norimnal retirees are entitled is about
$150 ‘a month. The average benefits to which the 75-80 vetirees ars
entitled is'about. $225. per month until age 65, and about 150 there-
after. ‘Disability -and 80-year retiréments will also average about
$160 & month. Vested benefits will probably average about $100 a
month. These are the benefits to which the employees affected b
the shutdown will be entitled to, and, in addition, there are hundred}s's
of former employees of this particular plant, which is being shut down
who are already on the pension rolls, and who will continue to be owed
monthly pension payments for the rest 6f their lives. '

I have no doubt at all that all of the employees now retired from
this company, and all those who will become entitled to benefits as a
result: of this shutdown, will continne td receive their pension benefits
for the rest of their lfves. This certainly is based on two simple
‘propositions: . - - . e T K
. First, there is a‘pension fund in existence at this company which
ig more-than adequate to provide all the conceivable accruing bene-
fits in the immediate future. T do not know what the long-term pros-
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pects dre’but certainly: for. the immediate future there is little doubt
that all of the pension obligatisns can be paid from the existing pen-
alonitrpst L i i sl el Sl L
2t Becond, the plént shutidown:probably represents:farless. than 10
-percent- oi the: company’s wotal emiployment; and -the dompany will .
continue!to: produce at- other and naw. Joostions. the products made,
‘previously made, in'the plant whick is being shut-déwn, so that there
‘will ‘be a .ﬁqnyrsmty .of incoms t.the company . from:other sourpesito
displace the income that-was:being: produced: from:s plant which is
nowbeing shut down;:: : N BRSO N NTEANTIS T ST U IT MR

. The second shutdown is taking place not:10 milesifrom the  first.
Xt is:also 4’ wire products unit, but %xéthis- case it«isa departméntin
a company.which'canptobably: bebt: ba described: as:a. large‘company,
but a relatively small prodiicer among the fiant,'companies; in steel,
‘Here the circumstances are very muchaltered. : The company does not
‘have a large pension resérve, and ‘it is going out of this:particular: line
cof “business entirely:; There will: be:no.isubstitute income: from . the
‘production; of these: products. at, 'other locations of ‘tha.company. I
might add-that it is the company’s allegation that inlarge: part the
«cessation of these activities i8-diie to’ foreign:competition. i = .

-~ Senator HartkE. I mlg'llllt. say at this'point that hearings on another
bill' will- be. inyolved  with this ‘one;in that respect. The. présiding
officer has:also introduced that msasure. .,/ =i . 0 ATEUIPIES

¢ «’Lhere is a.vote. -If you will excuse me,/I Willbeighté.back‘ .

++:(Whereupon; & short recegs was takenafter which the hearing. was
Y68 ) ool sront ol ronoiiads g el T e sl
= Seriator: HARTRE.: The :committes- will -reconyene. . The voté is still

) OO, 7 jiii - b -‘:;;;‘41;,.{‘;{;;JL’3;;.3! ok
- Mr. Greznpero, This company. has told us that its liabilities for
the shutdown.henefits: for:this particular shutdown provided by. the
_pension: agreements aré-in'.the aréa. of $18. million. ..The company
alleges’ that this sum represents far more than its profits have‘.&een
over a-period of nany yesrs, ;The union' has agreed.on an extended
‘period for the-funding of:this liability. if there'iéno quéstion-that the
provision;of these benefits creates problems for both;the company and
the union and indeed for the Nation asa-whole. . . .. . iuo. -
;;./This company -provides:employment: for neaily 10,000 peaple.” It
is'a.major producer of high quality in those.products in’ which:it: will
contihue to be competitive, - To rremainxqomgg_tqtivé,zxtx thust éontinue
to invest, a.task made more difficult by the shutdown liability it-mus
nowimeaet. :Should: this tompany! founder on’its pension liabilities, we
a1l of ug face a.very cruél dilemma. “Who shou d bear-the burden of
‘this, shutdown, the company alqne, the workers who will:continue to
work, thé workérs thrown out of Wwork by. the shutdowriymany.of.them
twith ‘miore than 80 'years'of!service with: the company?.+ The: alter-
natives here are ones that-1 doubt that anyone would face with: the
agsertion that 'we do not;care, and it matters littla.to us exactly how
+'The ‘third :oqmppif)yé-is; a: Midwest: emgnufacturgngbﬁlant ‘which  has
Beer going down hill for. 5 years and which will hit bottom on Septem-
ber 30.. In brief, there are about $2.5 millién in terminal.liabilities
ander the pension:plan, and $800,000 in*assets.. . I-wish the members
of thie:committed éould have.besh with me last week as I'was leaving

goli&gﬁ on,but!I have.voted: - Proceed ~

o ¢
PRSI PECIVIVE S .
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d%{lﬁﬁt, and s ?ﬁbrkei' left: his- machine to walkiover toime: an_('if ask:
‘Where:do we stand ... I-am 88 years 6f age and I -have worked Lérd

fhlmwt;osllzmy.}ife.- I My .wife wants to know:will I get o pension.:How
much will it:be?. riH%I%lo'n‘g-‘willﬁit b contihuéd?’ga?fi R T ST IEITE:

‘= I hadl-no answer. ;: We:are still bargaining with the company,and
‘we ate:reviewing our rights under the plan.~, .. - © /il SV G g

kS

. Senator: Hartre, Is"this compiny: going to:iterminate ‘all: _f}"it_gs
Sacilition §.i: o oviiogir ol G anadn el ST RIS T RS TR

i, Operation. . it fiof gt ah e
.. Senator-Hartke. ' Ii: other words, this is the.énd forthemi- "¢ iy
' Mr, Greenpero. Tt is;the end-for this particulir:operation; which is
& completely separate subisidiary of a largeér-company. ‘The subsidiary

has existed on an independent basis.. In fact:this particular plant'was

purchdsed by the present owneir about 5 years ago,:and has since then
Eeen ;slowly :transferréd. to another: operation:in: another location ih
-~newrhuildings- with néew_equipment. . There: are 'some- legal rights
involving ‘transfer. rights; but essentin he company always had- it
.in mind when it pflirchased this property thnt it was going to diseon-
tinue operatign® in the original town arid move them somewhere where
they thought they could make tpecg money; ' I darésay that what they
.were doing was buying the profuct Thraand the custdsgers-rather than
»th%glllxy cal facilitieg"-.} .. . \rv. . ). o PNt
L :17¢) i ‘

_.- Mr/ GREENBERG/ Itlsaonb—plbr

AT e N

{o ‘poin{/to\as 4. one{n-a-million-
poMit ouy'is qulite'the coltrary,.that
18 -gging to\be multipjied in the

REENBERG™N agrogaawith-yo: fact, L tdn toll yoh that this
is not an infrpquent &xjper pne of the questions that arises
hery is the stahdards of \investmpfithd standards of funding that were
_discyissed hereithis mbriNng.: Ag it b syJ would haveno'quarrel
e.110"Kpowlb -investnientd.as yet

Bg : fund ig but' T think

05,88 to’' whethen there i§ any auphority 'in the

b"to review the inVestyénts of pghsion: trustees,
\ osbten.arises ag to w er this isdn implied criti-
oism, of the\present state of theeohitrol of trust fundeand fiduciaries by
the; States,: I\night add that diligent. inquiry o my; part has fajled
fo find any lawyer willing to tell. me that we had any rights to proceed

against an employet:whg acted imprudently, am@ems to.me that

apefution. Wit Y am yéiry
18 lsprobablya Progofipre ;. v
futhre ratherthan be cyt.Bbws

ong of: the considerations tRatoughtTo be considerpfy, the committee
is, the possibility ;that:there would be a requiremient’in the.Federal
ach requiring 1tlmf.un.ds_;tq?be invested: prudently,.; I might say that;if:
‘would certsinly.not be necessary to.require that each of the funds ge:
.permission. from :the Federal Government .or from %nyg;mgumwrj
-agency :a8.t0. whati they; mightu1nves§;thexr:mqqeya»in;‘ butit: seems £
‘me that it certainly has been demonstrated that in the case of insuranca
companies, on the. basis of very. broad regulations and laws, it is possi-

ble to insure.that pensjon; funds or insurance funds gre invested in.con-
%Wﬂtl\{ﬂlnygﬁtmﬁnts- ,‘.‘-nii"%:;- [ :;’}a'?; ‘.’.65 i ‘_;."._‘i n!‘ k4] : B Vo ‘.- !r.} ‘ﬂ{;:’;;’ !i";'&“}f:%{“i N
"’.“‘,‘}‘iéﬁ;%;%‘,’jméi’&i’;’ﬁlh“i"? n._:I&};o.lt}onj,?ét?,wll}t_,zt;&gfgn;%g_l_mséxl?gg‘g ;if" :1
notwithstending that.the plan may providé for:limitationison the com-
panies of the parent company’s llabﬂi%y. I believe it to be a fact that
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it is impossible by.private contract to oveérride benefits.granted by law,
‘The state:of knowledge of what are the rights of individials under
-either Federal or-Stdte law to collect benefits that have been promised
to them and which eannot be paid because there is'insufficient moneys
in the pension fund I think is still-a imatter tobé finally decided. Hereo
a%;xin there may be room for legislation protecting those:employees
-who. niay be participants-in’ funds which are ‘not :participants in a
Federal insurance or pooling scheme because their empldyers have
either not funded in accordance with the reguldtions:established by
the ragulatory agénecy; or who have invested their gensi'onwfunds' im-
prudently. :gert;ainly ‘if: these people are not:entitled:to benefits by
right from an insurance scheme, they ought:to be granted at least the
ri%ttoenfo‘rce their rights in a lawsuit. o EA

- Private pension.plans have not only for steelworkers but for mil-
lions of Amorican workors become an integral part of their standard
of living. - Should a‘substantial part of these benefits which are relied
on-for income after active work ceases be defaulted on, I think there
is little doubt that we are going to face a chaotic situation. It was
stated this morning that we did not face a similar situation evidently
in the thirties. I do not know where this statement came from. That
is certainly: far from the fact. I myself have talked to people who
have been the victims of reduced or eliminated pensions during the
thirties, and who for that reason were very, very much concerned about
the possibility of that happening to them in any future recession, and
I doubt very. much that we would have a Railroad Rétirement Act
wadre jt not for the fact that the railroads:were finding it extremely
‘difficult: to' providé the:pension benefits' that were. promised their
ocm ]oyees. ) . ) PR L VR
. In'any event, I think that not only in‘the past but at the present time
it hasbecome a serious problem. - X ' :

The funding of pension benefits by a privite company, in anticipa-
tion of ' a permanent shutdown, is an extraordinarily difficult task.
Indeed, it may well be impossii)le_. Except in the rare and unusual
€Bse, Wiere-the ebb and flow of the business continues on a prédictable
‘oycle based on past experience, the-task would secem to'defy even the
most fearless erystal ball gazer. In most years thé companies with
whom we deal claim they have insufficient funds to meet all their needs.
‘Even'if it was desirable for individual companies to set aside huge
Toserves they may never need, & very dublous proposition, it is difficult
to believe that many business managers would take 41 actuary’s word
us to when the demise 'of all or a part of his business was going to oceur

ive or take even a couple of years, On a nationwide all-industry o’o_f
asis, an entirely different situation exists. The ebb and flow of all
business activities occurs within limits which presently enable us to
run a vast and successful unemployment compensation’system. It is
very wrong to attempt to set aside feservesagainst a risk which by
'definition probably affects a small minority of all businesses during
any year. = | , , , o

Sesx,\a_tor Harrrs. Let me stop you at thdt point; because I think you
‘have touched upon the heart of what I consider to be the most serious
opposition to this type of legislation, and that is the problem of how
-ean you rehlly insure this type of risk. In‘other words, is there'rbhlly
‘an insurdble ‘risk here, and since there is no Repuklican, ‘opposition
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here to keep me straightened out as there was this morning, I will put
my own opposition into it, There is a difference which I admit to in
the situation, take for example, a bank deposit, the insurance of a bank
deposit, because you are dealing there with a fixed sum, with fixed
depositors, and with a very definitely identifiable item, In the field—
to take the recent proposal, which I also was the author of this provi-
sion, that is the so-called :insurable risk on guaranteed loans, again
with fixed amounts, and with gzrllemlly,aﬁixeﬁdentiby, in the field of
FHA, the Federal Housing Administration guaraitee of house loans.
Again you are dealing with what at least in the common term is an
identiflable item, and therefore would be called an.insurable risk in
the common a%){proaches of insurance philosophy. - | , .
 Now I think the point that the Senator from New Mexico, Senator
Anderson, was addressing himself to this morning, although I saw
more & fear of the unknown, or let me say some of the old adage of let
somebody else do it than I did of substance, but I think that what he
was driving at, listening -to ‘what you are talking about on, is that
if there is such an item that is insurable, why do you not permit the

rivate insurance companies to do'it, and if it is not, how can we

andle it? _

Of course I think the real element here is that we are dealing with
something of an analogous situation with regard to unemployment
compengation, I think this is one step removed. Let ;e point out,
and I'think this is something with which:you probably would agree,
that we are just on the fringes of the whole private pension schems,
Wa are covering about 25 million people today. In my own opinion
this thing is going to develop much more extensively. It is going to
become much more complex. - It is going to become much more diffi-
cult, and the longer you put off the treatment of this real cancerous
part of the pension plans, the more difficult it is going to be to be able
to effect a cure. ‘ g o

: Now there is one other point which I think should be pointed out at
thisimoment, and that is that we are now in a period’ of relative eco-
nomic prosperity ‘for the vast majority, probably the highest peak
this country has ever had. I am one who feels that there are some
danier signs on the horizon which are not being properly -looked at.
Be that as it may, I am hopeful that I am wrong. Let us assume that
we have a period of time in which we can act now. The time to act
is before the things are in serious trouble on a nationwide basis; so
that you can put these back into at least some type of organized scheme
of things. If you are goinﬁ to have any difficulties, let us find them
in their ear]y stages rather than lateron. = . : |
 However, let me say this to those critics of the bill. I hope that
those who testify here this afternoon as well as those who testified this
morning, the ones who supported it and the ones who got some cold
feet in their support, that they realize that this bill is still before them,
and to just sa'fr that you have big problems here does not mean that
you cannot solve them. I think it takes some big thinking, and I
appreciate their coming here. But I think, Mr, Gréenberg, that you
areat the heart now of the opposition, B P '

- All T am really going to say now is this: I think that if thoss who
are counting on this ty}[:e of opposition to be successful in defeating
this legislation, then they had better put on their spurs toward a
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real lobby effort, because on the merits they will fail. They mig:ht
win on the lobbying effort among individuals, but on the merits of this
bill they will fail, and I think we can justify that. So I say that now
before we reach the opposition.

Mr. GREENBERG. Sgnator Hartke, I think that I too could join in
raising some questions about, one, possibly the name of the bill, and,
secondly, some of the questions that have been raised as to the basis
on which the commonly recognized problem will attempt to be solved.
First, as you have suggested, the term “reinsurance” is probably not an
accurate description of what is invelved here. It seems to me that this
is essentially insurance or pooling to start with. There would be no
reinsurance involved if there were funds, if there were specified obliga-
tions which are guaranteed wholly by some fiscal agency, but that is
not what is intended here. It seems to me that what is intended here
is that there shall be created a pool of moneys from which this recog-
nized evil will be handled.

Now I say this is an evil, and I say it is an evil not only for the in-
dividual worker who is involved, though the Lord knows that he is
of course the most harmed by what happens here, as we heard this
morning from the lips of this worker from the Studebaker plant. But
there are others who are hurt also, and not least of those who are hurt
on this proposition are the companies who are forced to atternpt to
solve on thelr own a problem which was not created by themselves.

If in fact a plant goes down by reason of foreign competition, if
in fact a mine goes down because its ores are depleted, if for whatever
market reasons, transportation, raw materials, movement, of markets,
an event occurs which is beyond the control of this individual em-
])oner, to force him into the position where he is now to assume a

iability which he could not have protected against. in most cases—
how did anybody know in a wire mill 25 or 30 years ago that in the
year 1966 the situation that does exist would come about? How do we
ow what the situation will be in 19986, 80 years hence? It seems to
me that we can have an agreement, and I might say I honestly beliove
that there are no actuaries who would tell an employer, “This is the
sum that you ought to Fut away which, in my opinion, will be suf-
ficient to meet all of of your shutdown liabilities over the next 30
years.” That just is not possible,

And so the real question is the question of allocation of resources.
This, by the way, I think is also important. What are we doing when
we fund a pension plan? What we say is that we have assumed now
a set of liabilities which will acrue in the years to come. We have
an immediate number of people who can retire, but we can see ahead
n8 the years go by that those who are now eligible for retirement will
go on pension, will continue to increase in size, and new people will
move in, and also being entitled to pensions. Now since we recognize
that this liability is going to increase over the years, that for many
reasons we cannot anticipate that ongoing income will be sufficient to
meet this liability, we had better start putting money aside against
this liability. :

No one is going to suggest that he knows precisely what this liability
is going to be. What the actuary, it seems to me, attempts to do is to
assume a normal situation, one that he déan cope with., He will not
assume a shutdown. He cannot cope with that. He would find
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enormous difficulty in trying to determine what the size of the plant is
going to be 10 years from now. What he can do is suggest that he
Eas a good ‘idea of how long these people will live, how many will
reach retirement age, and after they reach retirement age, on the basis
of mortality tables, how long they will continué to live; what we may
reasonably expect in interest from an invested sum of money, It is
things like that that he can estimate on, and which serve as essentially a
commousense basis, if iou please, for setting aside moneys against
these future liabilities that may not mature for 80 or 40 years.

Now, if we a that wo cannot have the situation in which the
income of literally millions of people will depend on the continued
life of the individual company that he started to work with, then we
have z;’(froblem, and I think that what is necessary here is, having once
decided we have a problem, to have a reasonable dialog as to what
constitutes the best way of meeting it. My own opinion is that there
are two essential parts to this thing. The first one, most imsortantl‘y,
is that it is necessary to establish Federal standards for funding. No
one may participate in this insurance scheme unless he has undertaken
2 reasonable program for meeting the obligation of his plan if he
continues in business.

I might say that this is essentially the Canadian approach, and I
think there is much to commend it tous. Once having established that
every employer is meeting his minimum obligation, I think that we
have met the objection to saying that beyond that, for those things
that are essentially beyond his control, we have established a pool to
which he has contributed over the lifetime of his existence, which will
meet these contingencies against which we could not reasonably expect
all employers to set aside moneys. I think it is possible, and I think
that we should not wait until some years from now the Wharton School
of Finance comes up with the conclusion, as they are bound to, that .
none of us know when any particular establishment, any particular
plant, any particular department, is going to shut down, 1at they
will undoubtedly conclude is that in good times lots of new companies
go into business, and in bad times lots of companies go out of business,
and I will write that result right now without having to make this
elaborate study.

I think if we will sit down and say that we recognize the state
of our ignorance, but we want to establish a pool from which we will
meet certain defined liabilities, we can do so, in much the same manner
as we did in unemi)loyment compensation. We now have higher stand-
ards of what ought to be provided in unemployment. We can have
larger tax rates now, larger wage and salary basis on which the tax
is applied today than we could when we started, and I think that we
will have to start here, probably modestly, and work our way up. I
think that undoubtedly there will continue to be room for private
arrangements above and beyond that which Federal law will provide
as a minimum. I have no doubt of that either. All of this can be
worked out, but wefnone of us, want to face the situation where we
say to the ]I)le, “I am concerned with the companies that I am con-
cerned with. It is no matter to us whether you are driven to the wall
or whether your income is cut by half of what you thought it was going
to be, and we have now forced you into distress.” I do not think that
that is any solution. '
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»; Senator Harrre. Lot me say to you, singe we are talking about
times vg:d bad times, if we keep this tight money, po igg,going‘ 533’%
enough, .we are going to haye an opportunity to have, that,experience
mych quicker than T had hpped for. “Wa have thig t;g}ﬁc, noney, policy
and high interest rate policy. which ¥ think is enough. to scare most
peoplo.  Ttshould scaroa lotof peopleatleast, . ... . .. ...~
. Mr. Greensene, Senator Hartke, I am about through. I wonder it
I\%r. Lgtx_txmer. would be permitted to make some remarks on the cost
o ves‘.mg. C T Ly e A e e UL T o
Senator HARrTKE. . wonld bo; delighted to hear from you, s’ir_,l S
. Mr. Latiyer. I did not get the context of the discussion this morn-
ing. The cost of vesting of course is not somethi})g that is given for—

i
o

that can.be spoken of in general terms. ‘ Tt must bo related to the pro-
visions for vesting, the kind of plan you have, and of ¢ourse the compo-
sition of the employce force to which vesting applies. I would suggest,
rather than my saying very much about the matter, that the Proyince
of Ontarig, in connection with logislation which has been put on the
statute books in Ontario and has now been followed by Quebec and it
will shortly be by Alberta, preceded by a very ﬂljoijbix%h cost study of
what was involved in vesting, and that rather than attempting to say
much about it, suggest for those who aroe interested-in pensjons and
tho vesting provisions, that the actuarial study, which was included
in the second report, of the Ontario Commiittes on Portable Pensions,
bo looked at.. You will find there a great range in vesting costs, run-
ning from an’increass of 2 or 8 percent for male employees who are
in organizations which had heavily funding type plans'and low'turn-
over rates, and with a'limitation to age 40 and 10 years of service as
qualification, to somewhere arqund 150 pércent increase “or cases in
which there was high turnover, where women’ were iavolved, and
many purchase type plans wergunder congideration. '~ =
‘But the number of variables involved 'in ‘the cbs’%fsictoif‘s‘is_quite
largo and I do not, think any general statement cah be made about it
except that the.commission did report that the increases were some-
wkere between 5 and 15 percent. generally, which was 4 summarization
which I think would probably not be applicable to tha United States.
The range here would be far larger, and the maximum cost would
probably be higher than anything in Canada. ..~ . . ‘
-Senator ¥Lartie. Can we include that by reference, the document
to which yourefer? P
, Mr. Latnuer. Certainly.  Ontario Committee’ on Portable Pen-
glons. o TN e
Senator Hartke. If you have an extra copy to provide to us, it will
be included by reference rather than in itstotality. o
Is there ,t‘lnythigg olse, Mr. Latimer? . 4
~Mr, LariMer. No._ S
_ Senator:Harrke. I think I understand, and I appreciate it.
,..Thank you, gentlemen. . ' L
.»Mr. GReexpERG,  Thank pu’,,sx.i',,,., I T ey
Senator Harrxe, Mr, Jean Lindberg, sénior vice president, Chase
Maphatfan Bank, N, Y. With'him'ls My, Willlam I, Lackwian, Mor-
g?n Gilar.anltlerrusst l(o»" .‘Y,;‘x % t ' : ’ o "‘«",)‘J..': ‘ - ; ) - "'.':;"A‘ ': 5.‘-‘.1"-' ’»' "l('-
rGood; afternggn, sit. XoU flay proceed. in ‘whatevér fashiot you
care to. ' Butfirstlet ugdo thist = - 'l T
A great number of interested persons and groups hive ‘e¥presééd
the desire to submit written statements for the record. In order that

.

AR
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‘they may do s0, this record is going to be kept open until August 31,
subject to the confirmation of the rest of the committee.
STATEMENT OF JEAN M. LINDBERG, SENIOR VICE PRESIDERT, THE
_ CIASE, MANHATTAN BANK; ACCOMPANIED BY WILLIAM F.
. .LACKMAN, VICE PRESIDENT, MORGAN GUARANTY TRUST CO.
M, iqubbmo.’Thankygﬁ‘,Senator.A e v
N M{l name jis J ean.M,Lind'berg, a-sepioy yice president of the Chase
Manhaxtan Bank, National Association, New York, N.Y. I am- di-
vision executive of the pensjon trust division of the trust department
of the.bank, which currently serves as trustee, agent, custodian, and
investment mi:risor» for more than 1,000 pension, profit sharing, and
_oth.ept forms of deferred employee benefit plans of all sizes and de-
Scrlp lODS-, -' W v Mdvenee . , . . v '
Accompanying me is William Lackman, vice president of the Mor-
.gan, Guaranty Trust Co., who serves in.a similar executive capacity
for that bank, and who i§ chairman of the Committee on Employees
Trusts of the Trust Division of the AJﬁeriqa‘n Bankers Association.
I am here today as a spokesman for the Trust Division of the Amer-
ican Bankers Association. - .. | U
Among, the approximately 13,802 commercial banks in the United
.States, approximate lg' 3,500 have active trust departments or are trust
companies, As of the close of 1965 it was estimated that private re-
tirement programs—of both the pension and profit-sharing types, had
total assets of $85 billion and covered about 25 million” employees.
-Approximately 20 million of these employees were covered under
, g ans funded through trust funds with estimated total assets of $66
illion—with the great bulk of this latter figure—perhaps $60 billion
‘being ‘administered by banks and trust companies, principally as
trustee, although also in certain other roles, 'The trust officers of these
‘hanks’ Lave contributed heavily of their timé and energy over many
.years to stimulate inferest in employers in private deferred émployee
enefit programs and have had’a major role in assisting in the-devel-
opment of the plans in existence today. Cox;se,quentlly, the banking
"industry has: a ‘great, interest in maintaining an orderly climate that
will not. upsét, present arrangements that have been painstakingly
.developed—often with some apprehension on the part of employers,

particularly small ones, as to just what are they getting into—but
algo, s climate that will continue to stimulate the further growth of
an employee fringe benefit that; is of great value to superannuated em-
‘ployees and to the general economy aswell, . N :

_ ’l.yhe ABA’s trust position in regard to S. 1875 can be simply stated :
“We believe it would be most inopportune and unwise to enact legisla-
tion of this type at this time and perhaps for many years to come, even
though the idea may appear attractive on the surface from a theoretical
_viewpoint. . Qur reasons are briefly stated as follows: ,
_..The bill ‘deals with two types of risks—which from the technical
standpoint of insurability are quite different’; one is in regard to insur-
ing, unfunded -liabilities, of pension plans—rthe funding process of
\Wﬁi_ch,',dﬂeggx}‘;is- on ‘the continuing existence of gh,e contributing em-
ployer, whether this be a profitmaking or nonprofit organization. The
other’is'a fori of guarantés against market value loss of existing in-
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vested .assets. Accordingly, our comments will deal -with thess
separately: _ | L

1. Inregard to the unifunded liabilities—the main problem is that of
accrued liabilities for past service credits—that is benefit credits for
servico rendered in the past—prior to the adoption of a formal funded
program. Present IRS Code and regulations require that plans, in
order to maintain continued qualification, be funded at least'in regard
to current service costs plus interest on the unfunded liability for past
service credits at the interest rate assumed in the actuarial computa-
tions used in determining said liability. Under this minimitm pro-
‘cedure, the unfunded liability is theoretically frozen, does not be-
.come greater nor is it amortized. It is next to not fundihg past
service credits at all. Most employers when adopting plans, full
intend to amortize these past service credits'at a rate that is substantial-
"1y controlled by their future earnings (or other funds available if a
nonprofit organization). Many proceed on the assumntion that they
will fund over a 10-year, 20-year or a longer period and use the result-
ing fgure as a budget item in forecasting cash flows. As earnings
on available funds fluctuate they may increase or decrease this stand-
ard amount—but they may not in any event fall below the minimum
established by the code and regulations. .

In negotiated plans, it is not unusual for the bargaining agreement
to specify an amortization period with the annual cost of amortization
being translated into the agreed upon wage package as “cents per
shour.” The much publicized Studebaker case is an excellent
example of this—where the company was funding past service

‘credits over 30-vear periods, such periods commencing with each
newly negotiated retroactive increase in pension benefits. Inother
‘words, when the plan was terminated in 1964, the original past service
credits established at the inception of the plan in 1950 were approxi-
mately 47 percent funded whereas the successive increase in benefits
were funded at a lesser percentage. The ]ﬁan, as negotiated, set u
an order of priorities as to the manner in which the then assets woul
be apportioned in the event of termination—first to retired pensioners
and then so on, »

Although negotiated plans are substantial in number and asset size,
‘an even greater number of plans are what may be called single em-
ployer plans, unilaterally created by an employer whereby past serv-
ice credits are granted voluntarily—to employees who rendered the

_service in the past with no thou]ght. or at least no legal reason to ex-
pect such credits. Of course there are niany reasons why an em-
ployer establishes a pension plan—but the high point for purposes of
this discussion, is that the establishment is voluntary and solely within
the control of the employer. Past service credits can range from
"modest to generous.

I'rom all this, a number of noints éan be made: o '

(a) Assessing a premium ngainst existing plans is imposing a
venalty agninst the very smployers who are trying to provide
financial security to pension expectations over and beyond the
continued existence of the employer. o ‘

(%) Sucha penaltiy is a retroactive one and had it been in force
in the past, it may have discouraged the establishment of some
plans now in existence or the past service credits previously
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granted might have been reduced in order to give effect to the
cost of the reinsurance premium. —

(0) Since the amortization rate for 30-year funding of past
service costs is about 6 percent of the original unfunded amount
per year, that is for interest and amortization of principal, the
suggested premium would increase the first year cost of an em-
ployer by about 16 to 17 percent on a 30-year funding basis; the
increase would be 10 percent for the 10-percent funding which
is the fastest method under the code, and 25 to 30 percent for the
“interest only” method. ,

(@) These premium costs could seriously hamper the future

rowth of private pension plans, particularly for small employers.

2. In order to function properly, the assessment of a premium would
have to be on unfunded liabilities which were computed on a uniform
basis. At the present time there are considerable differences in actu-
arial methods and assumptions that are used in computing pension
plan, liabilities—all of which are technically appropriate in their
application. ~Accordingly, the actuarially determined unfunded lia-
bility for a given set of plan benefits can vary depending on the factors
assumed and methods used. Any standardization which might be
decreed under the administrative, provisions of the bill could develop
a norm or standard for assessing the propriety of tax deduction by
the Internal Revenue Service, requiring conformity or justification—
» purpose which is other than the bill’s intention and which could
force conformity to a less conservative basis than an employer might
wish to use to enhance the financial soundness of his plan.

3. The alternatives open to an employer who did not wish to be
burdened by the premium would be—

(@) To forgo the establishment of a pension plan; or to grant
credits and fund for future service only, leaving past service
bemla{its to be granted on an informal out-of-pocket basis or not
atall,

&b) Establish a profit-sharing plan—which is prospective only,
and fully dependent on future profits.

4. Employers whose financial solvency or business future was shaky
could be encouraged either on their own volition or through collective
bargaining to adopt generous plans or increase benefits, hoping to
s;layb'iﬁ business just long enough to meet the minimum periog under
the bill.

5. The insurance factor makes no distinction between financially
strong and mature employers and weak or insolvent ones. Previous
testimony seemed to refer exclusively to corporation or corporate and
profitmaking organizations, but questions can also be raised regarding
coverage of employees of various unincorporated employers, associa-
tions, charitable organizations which can be easily formed and just
as easily collapsed.

6. In regard to the second type of risk—that to protect against
losses realized upon sale of investments if such sale is for the purpose
of ‘providing benefits—one broad point can be made, It is difficult
to envision such a system of insurance that would not involve regula-
tion of investment as to type and quality since the measure of risk
is directly related to the type of investment. Experience shows that
such regulation is difficult since at any given time there are reasonable
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differeﬁces of opiribn among investmerit professionals regmﬂmg 8
cific securities and other 1%1 ms ‘of investhient-Liegardin qnahty,
}:rospecbs, timing ~gnd’ so 80 ‘forth. Béyond this, losses could be, and

vo been’ suﬂ'e ‘on'borid issues of the highést quality—even'on U.S,

Government obligations duéto market value clianges based oh chbnges
m ‘cutttenit interest rates. -

Qn:the otliér hand, the absénce of suchlregulatlon, but thie presence
Tﬁnan ilisurance’ feature could ‘creaté" téndencieg on'the part of :some
d'managers to bé overly aggressive, “to reach otit,” in' the'barlance
of the tra,de, because lpsses will be subsidized by others. -
- 7 In conclusion, we can sim up our viewd'in thiis manner;

éa) Although'the’ coneept’ is a-tvorthy ohe, the areas ¢f téchmcal
di culty which ‘will be'treated by the bill are’ ‘tany and varjed: It is
‘doubtful that satisfactory’ méthods ean’be found to obvisite these diffi-
oultxeq withoiit réstricturing' the ‘'entire private pension Elan field.

() 'Since & large number 'of ‘éxistifig plans were éstablished ‘61 a
volunta buisis; it ‘would: be tinfair to ppl)’r the premiums suggested
by thebill to existmg benefits.

“(¢)! The premiums- suggested - ate ‘substantjal and ‘would prove
costly—-—-thereb¥ inhibitirig adoptioit of past service liabilities. -

(d) Thebill is aimed at plans that are-or will be in'the process of
fundmg to build financial security for employees but does not touch
‘the employer who,has no plan,or who is operating his plan on an un-
funded basis—and'therefore a less secure one. -

(e) ‘And;!finally, the broad corment might be made, that if it is
accepted that private pénsion plans are highly desirable’and’ should
‘be ‘encouraged—and all quarters seem ‘to be in accord on this—it is

uite possible that the enactment of this bill will:discourage’ rather
than encourage the creation of new: p]zms, or begter beneﬁts in existing
‘ones—particularly - amoig ~smaller ‘em lqyers——where the greatest
number of uncovered employees are to be found.

As an aside, last year there was somethmi like 10,000 new pension
.and profit:sharing plang created, and I think that the average cover-
age under such plans was:in the neighborhood’ of° 100 employees, S0
this is'whore the gréat bilk of nev plans axd golng to arise,,

« My ‘assotiates join me in thahiking the Finanée Committee’ for per-

ahitbing us.to'a é)pear here' today and hope'that our views Will prove

informative arid' helpful. T will be pleased to attempt to ditswér any

qu%slllnonks you may ha,ve or to 1°1ar1fy any portlon of our statement
ank you.

SenatmyHAn'rim Mr. Lihdbel iz, let mo ask: you what' would' be’ the
eﬁ'ect, upon -pension plans, if the tax benefits’ wex‘e removed tomorrow?
~ Mr.Linonere. T would say'that, No,1-=—="

Senator Harrxe, On new plans, I mean How ﬁmny hew plans
do you think would be‘established? = - o .
Mu. Lanbsera. Very few.. '

Senator HarTkE, 1 thmk that is right. I think this is whut ou are
-dealing with. I think yon are’desling in fairness here. I think you
ghould beé so—I don’t think you shouldbe o afraid, just because the
American Bankers' Association is a wonderful - semce organization

‘looking out for the benéfits of:its people; < Thers is 16 reason for ' you
to'be fearful of' trying to make sure ‘that these plans are operated for
+he purpose for which they are intended.
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- Notw Tthinkthiss T#t/js proven; and if you had ‘to go in front of
these ‘groups and'shy to't em “Ldok B* out, of eveiy'10 people cév-
ered by this plan”—I think this will be'j roven to be 4 fadt—“are never
going to' teceive any beriefits out of this; that'is Jﬂst an illusion,” don’t

you think that tHe 'wrath ‘of i thote peoplé éoltld 'be brought down to
such an’'exteit't bt we ‘couldn’t justify this continuation of spendin,
30 percent of the cost’ of ‘the ‘tax ayers’ money on-such programs?
Don’t‘ ou think tliat is unfairy really ¢

sinosera;' I thiflk X wOuld have'to answer that T éin't a.nswer

that “Yeé” ‘or “N6.”- ‘T think that ‘wheiiever we.look at private pen-
‘siofi’ ‘Plans ‘ve have to #0'back to' the ‘way' they were ‘evolved, what
theit'oFiginal piiFposé! wits, how they ‘were created’ arid:formed.

At one I)pomt jn time, before funding took place and’before formal

plans: Were in exigtehce d§ sich; the emgloyér, outiof benevolénce or
otherwise,‘wbuld $Yy to- sbmeone ‘with' him ‘at ‘4 ‘superannuated age,
“Now:you hiveé been withime“for 30 or 40 years, and T think - 1(; is
about time that yon stopped working,” -
- You'didn’t say his‘to the fellw: who'left at the* end of 3 years
employment, or 8 years or an thin else along the way.
ehdtor Hakrie, ' Getierally ‘speaking, there are very few plans that
provide for yery many ‘bensfits aftér 3 years of work nn’t, that truet

Mr/ LinbBero. That'is trie. © 7

~ Senator Hartke. Here, 'I‘want to be honest vnth you now. I'am
going to ‘try to' go’ thr‘ouﬁh I mean I'am not goitig to'try to change
your opposition to'the bi hut jou be'just as honest with me as IT'am
with you. Don’t go into the exaggeruted posmons and try to make
them' the nérm! ‘Three yehrs is’'not so, -

Mr. ‘LinbbEta. All’ rights I will gay 10, ' °  ~ o0

Senator Hawrke! But-let’s not: tfry to éXaggerate. Lét's try to' bta
'reasomtble dbout’ ivliat ‘We are’ deahn% with. I think this is a real
problent in society, Which you say‘is at least thebretlcally good though
you think it has no practical app plication.

‘Now the ‘point. v‘ 1ch Tarh'golnp' to try to brmg you to is whether
‘or' Nt you a¥e Willifig to dvei' sed whéther there is'a’ chance for you
to.come up with a workable lan If you doii’t think this bill will
do the ]ob thén Yol come ip!yith'an alberna ve. Now, let’s go back
to the brigm of' YHesé lans oF n tiomeént, s Yol stated, not'to 3 yenrs.

M LinNpBexd, ' We 1‘ wag léading ‘up to a point, %nator, and:that
is thaf, Whett ‘a plan deyelé 3d to'be’ funded: fonnally‘ let us even
take the'cass of 4 négotiated’ p Ism ‘ahd the benefit structure’is estab-
lished in negotiatiots that' all ém io}*ees, upor: reachmg a ‘¢ertain a

‘or'léngth ‘6 éerVe“am’to get bé efits.” The dggregate cost of this
‘plan, is édmputed, es,timhted and. heri this'is trans]ated into, let us
sity, & whjze packa & '0f 10 cerits’ ‘ah holr per employee, afid as pointed
out i’ ‘énrlier tostimony léday, every mployee really doesn’t’ get the
bénefit'of this 10°cents,'’ = -~ o e T e m o T

Senator Harrxe. That is right. : ‘

' 'Mr. Linonero. Now - one "ptérnative ‘to, solve all’ theSe problems,
W ould bé 'to, tredts, to" go back 10 what. was ‘calledthe money ‘pur-
chase conceé t, ‘where éach ‘emip {&yeé Would gt ;\llocated to hirit this 10
Lcents Per’ holir, €6, tliat'the young einployee witli’30 years to go wouild
wind- “with'd faii‘ “substaiitial hbcumlilntloh, the one who had 10

" yohrs f’(? o Wollld' {vmd ip with less, dnd the nian’w ho was retlrmg to-

08-241—66——86
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morrow would get fpr,a,ct,ically nothing. Now: that would be a very
equitable manner of distributing the so-called deferred compensation
structure of this negotiationorplan. . . ... .o
- Instead this doesn’t serve the immediate pressing.problem, of the
covered. group, the employer and the employees. So what is done is to
say we will collectively take this‘'money, and you will first apply it to
the Yeople who are nearest retirement, and it is hoped that.all.of the
employees covered understand that the young man.who is.80.is in a
sense subsidizing -this particular older employee, and in time, 20 or
30 or 40 years hence, he too expects to be subsidized in the same sense,
He will actually have earned his, more so than the man who is ready to
retire. But he 18 giving this up In order that.the man who.is ready to
retire will get his benefit. - e e
- - Now what is happening here is that we are saying, No. 1, you give it
up so that this man nea,cfy, to retire can get his benefit, but you don’t
really give it up because if something happens along the way, some-
body else will giveit to you. - [
Slolenat?or Harrke. Why should he give it up?:. I mean what reason
is there W R T
Mr, LanpBerag. If he doesn’t give itt‘up,,_t‘l}en the plan does not take
care of the older employee who is ready toretire,. =~~~ .. .
Senator HarTkE. But you see you are dealing with it from only one
side of the picture. That is not necessarily so. If you get away from
this idea, I mean let’s assume that we forget all your other objections,
as long as you have this insured system, what you say is not necessarily
w . - Ve . N -

Now you have to admit that if you can come up with a program
where the worker doesn’t haye to necessarily give up these rights, that
is a whole lot better than saying, “I am sorry, sir, it 18 just too -bacf, ou
are left out in the cold for the very simple reason that we expected to
be able to meet this obligation, we hoped we could, but due to circum-
stances beyond our control, we can’t,” o o

Then you say, but there is another program over here which will
step in to fill the gap. That is really what you are doing under employ-
ment compensation, isn’t it { L . RPN
~ Mr. LINDBERG. YLOS, but that is not something that is for a terribly
long period of time. One might say that with ect to this type of
insurance program which is envisioned in the bill, it singles out
pensions. The point has been made to me, “Well, why not single out a
continuation of their group life coverage, their medical coverage, their
jobs? Why pick out pensions as the sole thing here.” :

Senator ﬁAR’l’KE. But you see, this is sort of a peculiar argument to
come from a banker. You say why pick out pensions. You pick out
‘what you want to. If you want to go to the others, I am not saying

ou shouldn’t. Maybe there should be programs in these other fields.
Kiaybe ou should have an arrangement. I am not saying you should
or shouldn’t. ) . '

But I do know that we are dealing with something which within
a very few years, by 1080, is going to have assets representing more
‘than the total assets of the Yife insurance business of the United States
today. Now I am telling you that if. you have this thing out here
‘on a string, and if you have some type of economic collapse hit it is
.going to be much more damaging to these people than any one single

ing that will probably hit them. ..
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I don’t think we are ever '%tl)ing to go through another wringer like
the thirties'and come up with the same type of government we have
today. Maybe we can withstand another one, I don’t know. I don’t
want that type of thing to happen. ' ,

Mr, LinpBgra. Nor do we, , Cge :

Senator HARTEE. I know you don’t. I am sure you don’t. But
it took ;tl;l_at,tm of a crisis for us to make sure that the banking
institutions of America were going to be able to honor their depositors,
so that that type of situation couldn’s happen where you could com-
plete{y wipe out the small savings, the small holdings of all these

o, ' .
;ngfow ma.ntg,of the same things you are saying here could have been
said about t dbankm%institutmn,s the cost, somé things that are not
" quite as complicited, but many of the same things could have been

said of regulation. éure.you have regulations, . .The bank examiners
comeinon you. "Aslongaseverythingisgood,fine. =~ .

Mr. Linosere. This is a very igood point actually, sir, because while
some attempts.to cite the FDIC as an analogous situation to this
have been made, we don’t believe that it is in quite the same ball park.
The FDIC is a system which is applied to assets in existence.

Senator HaArTKE. I understand. . -

Mr. Linpeera. Which have been voluntarily created and delivered
by people to the banking profession for safekeeping. ,

“Senator HarrrEe. That doesn’t make any difference, that part of it.
How does that represent anything different than the situation where

_you have these people making a contribution to a fund ¢

Mr. LinoBera. Well, here there is an attempt at insuring a future
promise or the continuation of a profitable corporation. This is
insuring something that hasn’t as yet been created compared to the
FDIC, which is insuring something that is in existence and can be

regulated.

e%?a]nator HarTre. I think that is a play on words. I mean I grant
you, as I have already. pointed out, that it is not exactly the same
msurable risk, but to indicate that there is any real difference in sub-
stance here is only one of degree-and not necessarily of any great
magnitude in my-opinion, Certainly the mere fact that it is not a
definite fund at this particular point is important, but it is an identi-
fiable object which can absolutely be determined within at least rea-
sonable grounds. The truth of it is that if all the banks of the United
States go broke tomorrow, there probably is going to be a difficult
timeto pay out all the insurance claims anyway.

Mr. LinpBera. That is correct. _

Senator HarTge. This is nothing new. I think really you are
afraid of something here that is not real, and rather than go back
point by point with you and try to get gou to change your mind,
which 1 am sure I-couldn’t do today, and I am not going to try to
})ersuade' you, I would just like for you to go back and take a second
ook, and not look at this as a giant Federal monster, trying to move
in on you in a coveted field for which you are paid a price. '

We don’t intend to do anything, so far as this bill is concerned, to
remove you from this lucrative practice. I think you should continue.
This is a fine business just like all trust businesses are, a fine clean
business to be in, and lawyers who deal in that type of operation, they
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Thave s nids field too, - It is b teady il{)cpme, and 'there léﬁ‘t any’ ’f)l ob-
lem, You get vOur p tages, and; lfh
“I'think ¥ou°do e’ wondérill service fof oSe éoble B|ft thé' fact
is that just because Es;ou have had a:fisld Hero in whiéh’ y6Uu hiave had
nq. definite responsibi htles to nmll(e sure’ thht ?fhe and fhe benefi-
didries atd priétected—
“Mr. Lixosers. The. beneﬁclarlw ar® protecbed in régé,rd fé‘fhe assets
thatarb’memstencb P Rl e g e e _
“Sénjtor HARTKE. ‘Tha.tisi'i ht;' e ‘
Mtl;d Linbirre. 'We ‘aré now talking™ aAboWE’ future adsots not yet
cres
"Senatdr HiRTEE, You don't ghldtaritésto them that ‘the i mvestments
ggu'hav? wedll lsi(:]aé%%}g&l?é fgr & mgl%o tgfét ed de ét ket is going
stay i én'it drops dow. ind 1 13 al 0
Séméthm Qo& xbx‘oh‘ ]fére‘ ; Tt is'not, your fziuit, I hope 9 agq{ t?ﬂ 4
‘Mr. LIND A Yood ﬁﬁléppo g' il
- Senater, A Good opgq ity.. : F }1§ t‘l; int ¥ am
ettni‘g ‘at’ iét 4t N0 ond s ks VU, to %Eerf ty and L am not e;lnn
that-you thifik abou? thxs in’ perfec tgoﬁ Ave two, gprob
lems here which you'éannot 1gnore You hay juman problem
here, which at the moment isan 1tem whlc,h 1,s a %hosﬁ as mpo gnt to at
ledist elderly'pedple as any one th;ng 1 knoyw is is s%xg ng that
ghakes them to the bottom of their slioe so lés. And, don’t know
‘whethéf you have been’ abIe bo put, enou h' away for your, nesp egg or
not, but you ‘deal’ Wlth an operat;on \vhn,h {to“ gxggls not. gomg to
£0 broke, and it’ "hys certain guarantees, writte |
"~ 'But,if you jrere in ah op efatlon in whlch 7ot h a tlus pensmn nego
‘tiated’ for you, or gnven tq f}17011 Yo \mtar; y Y. a?; empl oyep under. any

f“!r’,

c}rcumetances, an if you at.you had lost, your
‘pension and yoiul were 59 and ha a 16- ear- ‘boy, and you. ém
Yyou, were going to be able to send him to college, ag that ,!pa,n, did this
;nornmg, gnd then have 2 nervous breakdown as.a result of this com-
ing trie, or at least, 13 followed, then you ‘would t}unk twwe about, this
problem on ar. indivi uql qsls
” Now let ;ﬁe come back to another ‘point, When y.qu‘_have a sltua.-
tion in )Vhl you are in. eﬁmb sn,yan to soclety, “yonrare ;1.ym ird
of the bﬂl on a géneral ‘overall, tqt% basls for,other peop ]I:a, so t} at they
can ha,ve penswn plan over, whose p;u'tlc Pqnts never re-
ce;ve anyt hing'in return for’ w at i set asida for them thon I would
‘thiiik thiit you would maybe look at thig again, . W?tlx that; in. mmd I
am Mgomg to let you go and not try to. argne ;my further,. ., .
Liypnera. ‘Thank you, Senator.
Senator Harrke. Mr. Merton C, Bernstein of Yale 'Umversnty Law

I mlght point out for the beneﬁ’t of alI of us hqre tha,t “The Future
f Private Pens;ons,ﬁ” by, Merton C. Bernstam, is proba, ioy the ﬁrst
book in this field, and s authored by. the witness here today
are glad to hayé such dlstmgulshed company w1th us. .,

STATEMENT OF MERTON . BERNSTEIN PROFESSOR, YALE
UNIVERSITY LAW SCHOOL b

Mr 'BerNsTEIN. Thank' you, Senator. I mlght say that I also clalm
the distinction unique among the company here, I am the only witness,.
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1 believe,.on the agenda who does not; represent a. financial interest in
this area, or any:political interests, which is testified to by t}le fact that
Ibelieve I am the' only ‘withiess paying his expenises, "' "

Senatg)r H At Hie'sy to you that' we dre delighted that oy
are here, Weare gl .you are pa.ymg Xour own, expenses, because that
is an item:which indicates m the end that.the academic society of
Amdéri¢a'still has many virtues'that others of us cannot claim, - -

M, Beaisreil ti?tmator, I think’ that the hea.rin%s today. represent,
along ‘with those that were begun 'in:the spring of this year by the
Joint Econoniic:Committes as a point of departure, a new departure
in the' private pensmn field:: I wﬂl sthortl y' come'to the proposals of
the C f; indt qomnn ttgé report, but I think that the two hebriigs that

ave een Jaunched in 1966 malcate that there is an awakening interest

thls much' neglected field; that the pension industry shoul ‘now be
on notie that business as usual will not’ suffice. :

I find that thére is'a'great déal of ¢oncern among pension profes-
sionals, many of them here today or represented here today, in_ap-
proving private pensions, but they also feel that there is no heat, there
1s no heat from Congress, there 1s no heat from workers.

I think that the hearmgs’ that were launched bﬁ the Joint Economic
Committee, and which you have instigated here, should put the pension
industry on notice that that no longer is true, and that there are new
forces at work in this area, and'that they are under an obligation to
theimselves, if to no ‘ons else, to be affirmative in the proposals that
they make in this area, because they hardly. need outsiders like myself
to tell them where the deficiencies of plans are.

. But these deficiencies must'be dramatized, and the reslponsibilit
it seems to me rests with the pension mdustry and emF oyers an
unions to come forward with comprehensive remedies, or else Congress
will take the ball from them. And I think that what has occurred
here toda; g yresages just that kind 'of development.

I woul er, 1f I may, to concentrate my fairly brief remarks. I
will not adhere to m% prepared statement..

Sdenator HARTKE he entire statement will appear as though it were
rea

(The statement, referred to follows )

ExceRpTé FRoM TESTIMONY OF PROFESSOR MEBTON BERNSTEIN

Private pensions pIans as presently designed cover less than one third of thn
working forcé, léss than one half the fyll-time, non-farm private work force--
and well under half of them will actually receive plan benefits. Indeed, the
lucky minority may be as small as 20% of those with plan coverage,

Although modern employees are highly mobile;, and a strong and flexible
economy needs their' mobility, private plans are based on the outmoded con-
ception that plans will discourage job sepiarations. The irony of this is that
a large proportion of job changes are involuntary——but the Ioss of pension credits
is nonetheless real, -

. Single. employer pgs:s, which account for roughly 859% of employee coverage,
umit benefits to th who retire from a company nfter at least 10 years of
gérvice at age 65{ Frequently the'iength of service required is greater, Early
retirement often'is possible, but requires’ longer gervice and results in smaller
benefits. | Disalb l}ty beneﬁts are common but gualifying for them is harder
yet, The devlce of’ \zestln —-w ex‘ebv eparating. employee has a claim for
retirement benefits 1f e survivés to retirement age—has become quite commobn
in single employer plans. For the most part eligibility depends upon either
10 or 1b years of co tmuous service with that one company, with an additfonal
attained age requirement of age 40 or 45—and sometimes more.” The age
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requirement, In effect, ottén transforms the service condition into ‘one requiring
20 or 25 years. Only.a small minority of employees can satisfy these conditions
and most of them will stay under the plan until retirementage. - . =

Multi-employer plans enable employees to cumulate service by working for
any of the participating companies. Most such plans are of limited geographic
reach—usually within one state or éven meétropolitan area. Their benefit eligi-
bility requirements are even more stringent—frequently exacting 20 or 25
years of covered service and often with the additional requirement of 10 or
more years of continuous service during the years immediately preceding age
65. They often lack early retirement, disability and vesting provisions, thereby
making benefit achlevement that much more dificult. - P S
- Yet, every year hundreds of thousands of employees change jobs and change
industry, The semi-mobilization of the Viet Nam War has marched tens of
thousands of workers into Jobs that will not last for many years.: Peunsion
plans are highly concentrated in mianufaé¢turing—accounting for over half the
group pension coverage—and defense production provides a large portion of
the pension- coverage we have, But credits earned—more than likely an over-
whelming majority—will produce no pension benefits. Worse yet, in the name
of fighting inflation, substantial portions of compensation increases are:being
channeled into pension plans, The resulting plan improvements—Ilargely higher
benefits—probably will prove illusory for a large majority of present défense
production employees. : e : )

What we have are mobjle workers and immoblle plans. o

Changing technology, overseas competition, new emphasis upon serving over-
seas markets from overseas plants, changing defense needs, changing tastes,
changing population patterns, all result in constant shiftis in employment. Bo,
for example in the two year period ending in June 1965, 180,000 workers were
reported permanently laid off in mass layoffs, (affecting 100 or more employees).
This figure tells only & part of the story—no check was made for noa-reporting;
the survey covered only large layoffs and only those understood at the outset
to be permanent. Far more common are layoffs of indefinite duration from
which large numbers of employees do not return to their old jobs. - The reported
layoffs took place in areas of heavy pension concentration-—manufacturing,
and especially defense production. _

Some studies indicate that large groups of employees who lose pension covered
Jobs thereafter move to lower-paying, non-pension covered jobs in other indus-
tries, 'This 18 especially true of older workers, which today means anyone over
45 or even younger. These observed patterns do not fit the apologlsts for poor
private pension performance that young workers are the jJob changers and
older, steady workers stay put. Such a claim is rendered absurd when—as is
s0 common—an entire plant, or warehouse, or store, is shut down and its fanc-
tlons moved great distances—sometimes overseas, For quite understandable
reasons —including the lack of assured jobs—most employees do not follow their
jobs—even when they can and often they cannot.

'AS a result, a minority of plan participants will achieve benefits. And most
will have pension savings for only & minority of their working years—and most
plans vary benefits in accordance with length of service,

If private plans are to continue to merit favored tax treatment—which runs
to about $3 billion a year—a burden necessarily shouldered by all other tax-
payers—ithe prospects for their payout «hould be much better.

Private plans should be more extensive—especlally among small companies.
Their credits should vest within a relatively short time—no more than one or
two years. Only thus can this minority—often high paid and stockholder em-
ployees—be transforme:d into a majority and only thus can more years of em-
ployment be transformed into effective pension savings.

The inadequate single company base, and single industry and craft base,
should be broadened to near universality. I suggest that the easlest way to
achieve this would be under a National Pension Clearing House which would:
provide basic pension plan coverage at manageable cost to employees of small
companies and provide the mechanism for spllicing bits and pleces of pension
credits earned by an employee in many different jobs—often none substantial
enough to be translatable into a benefit even If the credit was vested. The
%\IPOH 1.couclltll be a part private—part public undertaking, utilizing the advan-

ages of each. . .

Unfortunately the proposals of the Cabinot Committee on I’rivate Penslon
Plans would be difficult to enact because of thelr compulsory nature and, worse
yet, would be practically ineffective; The proposal for partial vesting after 18
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years- of continuous service would have little bite, except under some multi-
employer plans. ‘The proposal for full funding in no more than 30 years would
be of no help in any eituation I've ever heard of in which a plan ran out of
money. C o L

We either have to be more ambitious—and foresighted—about our private
pension arrangements or settle for a second of third-rate private pension system
which’ often- favors upper income.groups. Certainly such a system does not
merit favored tax treatmont. 5

The Committee on Finance might consider changing the tax laws to encourage
vesting by making employee contributions—within the limits presently imposed
aponr employer contributions—tux exempt, on condition that they remain locked
into a pension plan (l.e., can't be withdrawn on job separation—as most em-
ployee contributions now can be). ‘

Contributory plans generally have higher benefits, more liberal vesting, and
the employees’ own contributions are fully and immediately vested. Such a
change probably would require similar exemption for employee contributions
to Soclal Security, Railroad Retirement and Olvil Service Retirement. That
would be an excellent way to cut taxes—when tax cuts again become possible—
may that day come soon. o .

Private pension plans grew and improved rapidly during the 1950’s. Their
rate of growth and improvement has slowed markedly in recent years. ' Even
the modest. growth predictions of the Cabinet Committee Report are proving
overly optimistic, At the rate we are going, private plan coverage will not reach
even the predicted 659 of private, non-farm employees.

The elderly make up a large portion of the poor. Our Social Security system
is inadequate. Our private pension system is inadequate. We can do better
and we should. But if private plan performance ig to be improved we must set
about the job soon. They are not susceptible to 11th hour tinkering.

Professor Bernstein urged the Committee to undertake a full scale study of
pension and retirement income problems with emphasis upon:

The questionable adequacy of plan funding

The problem of self-dealing by employers with pension trust funds

The almost total absence of effective provisions for widows

The impact of earlier retirement, which will tend to reduce both Social
Security and pension benefits.

Mr. Bernstein is Professor of Law at Ohio State University. His book,
“The Future of Private Penstons” (Free Press—Macmillan) received the Blizur
Wright Award of the American Risk and Insurance Assoclation as the publica-
tion which made the greatest contribution to the literature on insurance in
10641965 ; it also was cited for excellence by the Princeton Industrial Relations
Section and The Library Journal. Professor Bernstein has been a consultant
on pension problems to the Treasury and Labor Departments and HEW, 88 well
as the Twentleth Century Fund. In the 86th Congress he was counsel to the
Senate Subcommittee on Rallroad Retirement,

Mr. BernstEIN. I think it is important to emphasize the setting in
which your bill takes place, the importance of the associated problems,
so that a fuller appreciation of the importance and the feasibility of
your bill will be appreciated.

Tt is a cliche now to point out the growing ranks of the aged in this
country, but we do have today and have had now since the close of
World War II a new problem, the problem of vast numbers of elderly
people who are being declared surplus to the economy, who need an
income substitute. That is a new problem, and old methods will not
meet that problem.

.Senator HArRTEE. You mean we are not going to send them over the
hill to the poorhouse any longer.

Mr. BernsteIN. That is right, and yet this leads exactly to the next
point, that despite the Social Security Act and despite the vast re-
sources that private pensions now command, the demotion, the finan-
cial demotion of the elderly in this country approaches a national
scandal, because millions of people who have been used to supporting
themselves are no longer able to do so because the main means are
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denied them, namely & current job. - Social security benefitg are dread.
fally inadequats to self-su pport at a level of decency and independence,
which I think ought to be ourgimi -+ . ° . SRR B
- Privats pension p,lgan,s can, but as thay are, presently structured will
ot provide a supplement. on a broad seale 50 08 to save the elderly,
formerly self-supporting, from ‘the degradation to which they are
presently committed. ‘ V , o

~ This commitiee and the Congress in the naxt session will wrestle,
I am sure, with the problers of the inadequacies of social security,
But we always deal from what we have, and as a rosult, the amount. of
progress thef can be made on any one programislimited. -

I would expect that the social security program, when Congress has
worked its will, will prove to be too‘amgitioiis for those who would
assign o limited role to it, and inadequate to those who are coneerned
a}x)utadecent;standard‘ofliving for tho elderly. o '

I would expect also that the role of private pensions will come
under closer and closer serutiny as the inadequacics of the public pro-
gram become more generally appreciated. e?t‘ i3-n very popular pro-
gram, but the meagerness of its benefits are not‘fully appreciated.”

It is common today to hear that therd are 25 million participants in
private pension plans. ' As you and others have pointed out today,
however, the key question is how many of those participants will
actually achieve beneﬁteligibi]ity. S - -

I think when you an Secrelary’ Wirtz this morning came to an
agreement that roughly 40 to 50 percent -of -plan participants will
achieve benefitg, this as's, rough dimension, you wera-being optimistic.
I know of no pension expert who would set the figure aliove 50 percen.
I myself would place it necessarily on a fairly impressionistic basis
well below. : R L :

Under the assumptions of one of my critics, a nationally known
actuary, using his ﬁgumqg;th'e rate of achievement conld be as iow as
20 percent of plan, participants. Same of the examples in. the Joint
Eeonomic Committee’s, hearings of this spring showed that even in a
broad-seale multistate multiemployer plan, the expected rate of benefit
achievement would be 10 percent, and this under & system which is
designed to assure a_continuity of building plan eligibility, A multi-
employer plan of that scale is quiterare, o o ,

It is generally argued that a plan of that sort hag the equivalent of
vesting. ‘But if that is what we can expect from a 13-State plan, with
thousands of employers all in the same indistry, this was the Western
Conferenca of Teamsters plan, if 40 peréent is what the plan actuaries
and administrators expect, and that'js a wealthy ‘plari; what can we
oxpect from plans which have a single employer base, given the mor-
tality of 5o many employers? =~ - R T e R e

Senntor Hartke, I might point but that that is true, 25 million
covered, that would be on a 40-percent basis, it just means 10 million
would actally ieceive benefits of the totil employment of what, 18 1t~
74millionm;t,lepre;‘sentt{img? Lo e A

M. Bernstiin, Well, in the course of a year, in ‘excess of 80 million
people working, v o e R ERTEE AR, S
. Senator Harren, In' exvess of'80 million people—so only 1 out of
overy 8 working today has any chance of receiving any real cash bene-
fits from the pension plans, is that correct,sir$ - AR I

Wik o ey
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- Mr: BerNgrein. 1 think that that is a very likely cstimate, and an
atimate that orrs on the conservative side; that given the rate of change
in this country today, the level of performance could be quite different.
And I think the major difficulty isthat we are dealing with plans that
ate becoming outmb‘tl“led L, .

I recognize that all institutions have their historical explanation,
put that doesn’t niedn that they continue to be justified in their his-
torical form. Individual plans still operato on the assumption that
long-term employees will achieve beuefits under it, and that.no others
will, And yet we have a highly mobile work force which, as several
have pointed out, is one of the strengths of our econoinic system. We
want employees to go where the adtion is, where they are nceded.. They
are not to be chaifed to outinoded kinds of work, which don’t fully
utilize theirskills. : L ‘ ' o

Moreover, I think although the stabilizing effect of private plans
has been much emphasize ttleavidence there is indicates that

private plans at the e collar level and the.galaried worker levels is
not operated genprfilly to inhibit mobility.

It may veryfell to the pension-consclous executivg be a terribly im-
portant facydr, but by hnd'largqfémdégs indicate sa_far that most
rank-and-file employees den*t place muclimportance, sd¢hat they may
quite im‘rovidenti_a 5, by sacrifice their accumu-

_ s jobs, and therb) Ccu
lated pension cre ‘ , they were not\foresighted

enou But the'f A is-thot as g-hroad natiptial social
problein, we have to dea : ; ‘ueiic?zmactmns oA this sort.
Pr conduct

1t today. The Yorces of
| 4] ous. Very often the hand
RE‘"&; uﬁhn%py/hand. Tochnolog-

‘ ‘ usially An the bare face of ufmachine
shovipg aside : ' t the gafic plase on the same product. It
ma;y 11 fact make j#Self khown/lty ¢ egizs\mm%aetition. t may be

shcekiRg to us, bt there are someireas in which overseas
are. mory highly automated thei Americgn produgers. '

1t is akgo a fact tha{;nﬁr’e and more of] the oycrseas market of Amer-
iczn compgnies is being served fiom overseas plants yhich take the
{)]ace of‘d&t@stic planfs_that-aze’ shut down, when

ibate plans then are f0s n, an §‘s€ hpti&n*bf wor
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hocomes outmuded, and then you have an automobjidé plant or a farm
machinery plante a rubber plant; overseas whigh'is the last word that
bas in fact taken the'place of something in upstiite New York or Evans-

ville, Ind., which for som was-ecotamunity dgagain and again
end again during the fifties by plant shutdown. 'y :
Plant removals are part o}) this.” When a new™plant comes into
speration in a multiplant compan;7, usually it is not at the old site, for
nny number of reasons. The original reasons for location may no
longer be operative. Raw materials:may Le elsewhere. The skilled
work force may not be any longer located there. Markets have shifted.
Population profiles are changing radically, so that the markets of today
are not the markets of tomorrow. S ' o
Demand ebbs and flows. And certainly one of the greatest areas
of change is that in different operations. During the fifties aircraft
manufacturers were tremendous empioyers. You need only walk out
to Long Irland or the Seattle area or sputhern Californis.to say noth-
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ing of Wichita, Kans,, to find the debris, not literally but, figuratively
speaking, of former aircraft operations, where thousands of employees
have been separated from their jobs, and this, of course, is one of the
ronies of present pension structure. - y _ ) o _

Their vesting requires longl service. Tremendous numbers of em-
ployees are separated from their jobs wholly involuntarily by forces
that are completely impersonal... They have no choice. K _study
which is only suggestive, it ig not definitive, bg the Bureau of Eco-
nomic Securify, for a 2-year period ending in July 1965, just before
the Vietnam buildup, showed that there was a minimurn of mass lay-
offs involving 180,000 people heavily concentrated in defense industry.
The layoffs—this was not a pension study-—were very heavily con.
centrated in the areas where private group pension plans are common,

This study did not attempt to show, to determine-underreporting.
It was limited to layoffs which, at their inception, were known to be
permanent, which is something of a rarity. It was limited to layoffs
that involved at least 100,000 employees, which also is rather lar
scale, so that the dimensions.of involuntary job separation can
expected to be many times that figure of 180,000. . -

Now I might say that plan termination, which has been the emphasis
of much of this hearing, is only part of the problem. It -may sound
ironic, but ofttimes employees may be victimized on a large scale so
far as their pension expectations are concerned, because the plan does
not terminate. o o
~ One case that was litigated in court arose in Evansville, Ind., where
a plant which gt one time had employed as many as 10,000 people
shut down. It happened to be the one plant of a multiplant corpora-
tion. That plant did not have vesting, and the terminating vesting
provisions of the Internal Revenue Code and the regulations did not
a}llaply, and therefore thousands of employees were separated from
their jobs, wholly involuntarily, and had nothing to show for having
been under the plan for many, many years. The plant was put back
in operation by a different employer making different products.

This is a phenomenon that can be expected to be repeated again and
again. Some preliminary estimates of plans was given this morning,
the figure was given of 180,000 workers affected as to plan termina-
tion. Now I don’t know what “affected” means in those.circum-
stances. It could mean those employees who were on board when
the ship sank. ‘ |

It does not account for the possibly much larger group that was
separated while the ship was taking on water. 'The Studebaker em-
ployees, many, many bundreds, in fact many thousands were sepa-
rated before the plant shut down. This was also true of the Packard
shutdown in 1958. | '

It is typical that plants die slowly and separate lots of employces
before the termination vesting provisions of the code set in. And so
a very common problem I would like to emphasize is when plans do
not terminate because of the limited reach of the code, and the Internal
Revenue regulations, because upon plant termination, all credits are
supposed to vest, and unless there is planined termination, that vesting
by .virtue of law does not take place and thig may very well be a
Iati%er scale_g:oblem than that of plans which do come to an end.

ittle has

en said here today about benefits, but they are intimately
related to the problems that wé have been discussing, because under
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the great majority of group plans, benefits vary in accordance with

length of service. Therefore in the number of years during a man’s

working life that results in effective pension savings are a crucial

determinant of his retirement income. A man may achieve benefit

eligibiliti in his last job, but if he has'only been in that last job 16
ears, although he has worked in excess of 40 years, his pension savings
ave effective for.only & minority of his working life.

I think we ought to try to restructure the private pension system,
so that-it can result in more effective pension savings over a longer
-period of time, which incidentally would result in a lower contribu-
tion cost, because so much more of the benefit-would be generated from
plan earnings. . - ; S

There has been discussion during the day, as there always is when
people talk about vesting and the advantages of pension plans, about
tax subsidy.. Eschewing that loaded word, I think it is often over-
Jooked that the principal advantage, tax advantage of private pension
plans during periods when there i3 not an excess profits tax in opera.
tion, is not the deductibility of the employer contribution, but in the
tax-free earnings, and I might add the tax-free earnings on earnings
of the funds set aside for thut purpose, whether a trust or under segre-
gated accounts in insurance. . . . . |

This I would agree with Secretary Surrey accounts for tax savinﬁs
on the order of $3 billion a year. d as these funds get larger, the
tax savings would be even greater.

Professor McGill, with some assistance from private actuaries, has
estimated.that for the same money 'to- generate equal amounts if kept
in the business, in the employer’s own business, the rate of return
would have to be double what it is on pension funds. If that isn’t an
advantage, I don’t know what it is.: . X

All of us would like to save in that way, and I would say that all of
us should be stimulated to save in that way, if the savings will pay
off, not to just a small minority, but to the generality of employees,
because if 1t comes to be felt that plans in general are not paying off
except to a favored few the favorable tax treatment which now seems
like such an ordinary picture of life may indeed come under question.

I think we need some preventive medicine as well as some curative
medicine, and I would class your proposal under curative medicine,
I would like to suggest that we need some imaginative preventive
medicine to avoid some of the pension problems that will beset us in
the future if we continue business as usual,

It would seem to me we need more extensive coverage of plans
which can be encoum.%ed affirmatively. The large area presently un-
covered is among small companies, for the very good reason that it is
more. exg;nsive.to install and operate a small company plan, and also
it is probably uneconomic to do so, because of the high mortality of
small companies themselves, Their own life is so brief. ,

We:can achieve higher pension benefits, a higher rate of eligibility
with a lJower unit cost, if more years of work were to pay off. When
the socinl, security system was established in 1985, it covered roughly
half the jobs in the conntry, and as a result, this was one of the reasons
that social security benefits were unnaturally low or extremely low,
not unnaturally. There is no benchmark, but were extremely low, be-
cause average earnings were kept down by the fact that people moved
in and out of covered employment. :
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.. Now - preocisely -this-happens - to huridreds of thousands of workers,
“They can:work undera-pensionplan and then midve out.: This ig:par-
ticularly true for.older.workers whoiare under a-pensionplan:. ;"This
was true of the Packard employees, the state of somé of them as mod-
‘erately well: documented,' -A. majority of them- moved: out;into the
‘service industry. They didn't stay in the dutomobile industry. . They
didn’t stay in the manufactiuring industry, Thej moved into eharea
where private pension coverage is practically unknéwn. « = il |

- <Tf we aré to have an effective private si'swm,' we have to spread its
coverage just as we found that under social security ib:would dperate
effectively only if its coverage was close to uhiversal as it has become.
But we don’t have the mechanism today for achieving:that: close to
auniyersal coverage, and T would su%ges'tfthat a proposal that T made
in my book, for a national pension clearinghouse, might well:be taken
under consideration.” The Cabinet: Committes report did recommend
that further study be given:to:the proposal. - Some other groups:have
indicated their interest inexploringit. « . - oTe e g

- Such a national plan‘could. provide basic coverage for:small:em-
‘ployers, and also-provide the mechanism:for taking small bits and
Ppieces cof private pension' vesting, if it were to become quite common,
and piece them together into one benefit which could pay off:in one
‘sSums - . S T R

* ‘More importantly, an importart part of pénsion vlans is ability,
through the investment, of funds, to participate in the growth of the
‘economyyand the diffioulty is that when plans vest today - when-benefits
vest today; they are:frozen as of the time of 'thie employes’s separation,
which may be many years before the benefit becomes payable, due to
inflation and Increased productivity, the valué of that benefit in cur-
rent terms at the time of retirement is severely éroded, léaving out of
account the erosion that takes place after retirement, so that partici-
pation in a live fund rather than in a coldstored benefit as:it is com-
monly referred to today isquite important, - ¢ ¢ o oof o

A grave difficulty with the ]i'lr() osals in' the Cabinet commitice re-
port—a grave shortcoming of the 8ahinet Commnittes veport proposals
1s that (1) thé}' are going to be extremely difficult to achieve, because
'of their compulsory nature and, (2) even if they were enacted into law
they would be of little practicaf effect. - The vesting proposal is for 50
percent, the vesting of 50 percent of the credits after 15 years of con-
tinuous service. o o X

Now *his is already a common provision in plans. ‘It has very liftle
bite, and co‘mé)'aratively little utility in'present-day terms. I feel that
the Cabinet Committee report is buying a battle that is moré symbolic
than usuul. , :
~ Similarly its proposals for funding over a minimumof fuiding past
service liability over a 30-year period also would havelittle bite in most
cases. The Studebaker é)]an ad precisely that kind ¢f' funding, as
did the Packard plan, and yet we know the trouble which it ran into.

I would like not to comment in detail about 8. 1575, bécatise a great
deal has been said about the technical aspects of it already, and I must
say I endorso those, I am with those who endorse the goal, and T must
say I share the misgivings of many of ‘those who see cechnical
difficulties. ' o T

I would say this: that many of those technical difficulties might be
minimized or greatly reduced, if it were part of a msie éoriprehensive
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lan of ‘pension-plan regulatidn. - I think that the Hartke:bill, which
as served the important function of-focusing these hearings on bring-
ing dttention to thege terribly, urgent;problems, cannot he trested apart
from the problem of:standards of funding, of standards of vesting,
of the nature of fund investment, a0 o
: Strangqu-*enoulgh; sorme bank trustees have.indicatéd that thiey
would be extremely:pleaséd, to me privately, .if they were relieved of
the pressures from some parties of being asked to invest in the employ-.
er’s business:: ‘Even insurance companies are:not free from:pressures
of thatisort.i«I'don’t think that hahky:panky is-the primary problem
of pension plans'today,:but'I do beliéve that it is an area that cannot,
go untroeated.: =i w0 o astor T Coa - B LI PR
I look forward to these hearings today as marking a new beginning.
in the private-pensionfield, in which:a more:comprehensive treatment
will bé'given t;o.thegi‘)mblems that have been discussed throughout the
dayyand: the overall: resolution may.very -well encompass and make
more' feasible the proposals that you put forward.” - - - TSI
. Senator Harrre. ' Thank you, Mr.:Bernstein. We dare going to move
right ahead'here; ‘I am limited ontimetoo., .. :: - Y
fr, Preston C. Bassett; vice f)residenlq and actuary, Towers, Perrin,
Forstér & Crosby, Ine.; Philadélphia, Pa. - o L
STATEMENT:  OF PRESTON 0.  BASSETT, VICE PRESIDENT AND
ACTUARY, TOWERS, PERRIN, FORSTER &' CROSBY, INC,, PHILA-
ELPHIA, PA.; ACCOMPANIED BY HERMAN C. BIEGEL, PARTNER,
. LEE, TOOMEY & KENT .. = .~ ~ S |

_Mr. Basserr. Thank you, Mr. Chairman. My name is Preston C.
Bassett. I am vice presidént and actua_r{i' Towers, Perrin, Forster &
Crosby, In¢. Appearing with me'is Mr. Herman C. -'Biegef, a partner
in the Wa:shi,nfgton law firm of Lee, Toomey & Kent, and counsel for
our company on tax and other }egai aspects of pension’plans. < After
my presentation today, Mr, Biegel and I will be happy to answer
an{ ?uésﬁqgié j?‘o'u have. o .

Y have béen an actuary since 1949 and am a fellow of the Society
of Actuaries, a member of the Conference of Actuaries in Public
Practice, and an associate of the British Institute of Actuaries. My
company, Towers, Perrin, Forster & Crosby, Inc,, is a firm of con-
sultants and actuaries to management. It has hefuiquarters in Phila-
delphia. ‘W& have been in employes benefits and pension planning
since 1917 and the greater portion of our 800 client companies through-
out the United States, Cannda, and Europe use our services in these
two, important areas. I have been with this organization for more
than16years. e

Today hoyever, I am not representing any'of our client companies.
Rather I am here to express my personal views based on my own ex-
perienceinthefield. | ‘ ‘ )

- Before commenting specifically on S. 1575, Senator Hartke’s bill
to establish a Federal réinsurance program, I would like to express
my general observation that, by and large, the private pension’ and
prplﬁ-sharing gystem is working extremely well with the social secu-
rity system in helping niillions of Americans attain financial security
in their older years. There are, of course, certain’deficiencies whic
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have been revealed in some of these plans; but my experience leads
me to believe that many of these deficiencies are being rapidly and
substantially alleviated through private, voluntary action.. And the
number of plans in which these alleged deficiencies exist has been
extremely small. _ o S .

It should be recognized, Mr. Chairman, that when a company un-
dertakes a pension plan, 1t is assuming a long-term and frequently
costly obli%atlon that must be met through the years, in lean as well as -
in profitable years. First, because they desire to grovide their. em-
ployees with retireinent sécurity that can be provided at a-practical
and realistic cost; and second, bécause the financial security- of the
organization must be a consideration when it accepts any long-term
commitment of this sort. SRR -

As comg:mes gain experience with their- plans, however, and as
the trust funds grow through the years, the plans are usually im-
proved in many ways—by adopting more rapid: vesting provisions,
sounder funding of past service liabilities, more comprehensive bene-
fits, et cetera.  Accordingly, there is. wxciesprea;d,ewdenoe;that any
major weaknesses in the pension system which were prevalent only a
decade ago are being ‘%enerally overcome at the present time, particu-
larly with regard to plans which have been in evidence for a number
of years. You are not dealing with a static situation. Plans are
continually being altered and improved as companies and unions gain
added experience in the field. . . o o
_ In my judgment, the true strength and unique value of priyate
pension and profit-sharing plans lie in this inherent flexibility : their
ability to meet the requirements and the capabilities of widely varying
corporate situations, and to adjust to new ex%eriences and new situa-
tions. I believe that the Government should be extremely cautious in
trying to impose on these plans mandatory standards of a type which
will tend to deprive them of this important flexibility—standards
which would tend to convert the private retirement system into some-
thing akin tosocial security. I - o

Senator HarTkE., Let me interru%t you a moment. The one thing
that bothers me which you people who oppose this bill never-take into
account, is that you are recelving a special tax exemption, a special tax
benefit from the Goverment. - ’

Mr, Basserr. Ihavenotsaid I am opposed to this yet.

Senator Hartke, I know Hyou,haven’t, yet, but you are going to.
The point about it is this, AllIl am saging to you is that I can see that
there is another alternative to this, and that is remove this tax exemp-
tion, and I would be inclined to do that, if we can’t provide for a pro-
gram of the sort described in my bill,

I don’t think that there is any special reason to give one segment of
society a special tax decrease. Why not give it to everybody? Let’s.
figure out what this amounts to, and give it to everybody across the
board percentagewise. Why not dothat? g

Mr. Basserr. Senator Hartke, maybe I misunderstood the bill. I
thought this bill relates to insuring against certain contingencies that
might happen. . ]

enator Harrke. That is right. That is what I am talking about.
But I mean you find that now everything is going so wonderously,.
glowingly good, I wonder how good it will go if you take away this spe--
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cial tax benefit. ‘Isn’t there any sine qua non for which we have to give
some consideration ¢ " ) )

Mr. Basserr, I think the mere fact that the Government has given
this incentive is part and parcel of the wonderful job that has been
done in the past 20 years. o , ' :

Senator HArTRE.  But that is just so much talk.

"Mr.Basserr. No. = - SR : _
- Senator HARTKE. All right.. You can shake your heads back there
if you want to, but as far as I am concerned, I am not worried about
what it is tgoingﬂtq.d}o,_ to an existing operation, if you cannot show that
the benefit'i8 coming to the general society, there is no reason for gen-
eral legislation to be passed for just private groups, and I would say to
my friends from labor this would mean probably to those people who
sre in organized labor, now listen, that probably the people who would
suffer first are these people in organized labor. ~* - = ' .

Maybe this is a thing which we should take away. Maybe we
should eliminate this entirely, because it only innures to the benefit
primarily of ‘corporations: which have organized- labor working with
them, to the exclusion of those people who are not in the unions.” This
might be a good thought. - S

r. GREENBERG. Senator, I ath certain that it would be revolitionary
in itg conse%ilences. - ' _

Senator . Let me say this to you. I am trying to get some of
you people to start thinking. This is just one thing, I am not advocat-
g 1t at all, but when I find people who want to protect special tax
benefits without an reciprocal responsibilities on their part toward
society in general, I start raising serious questions in my mind as to
whether the benefit that is included is permissible in the first place.

If we are going to have to raise taxes, and it looks like the President
is going to come in here with a tax raise, maybe this is a place where
we can 8ave & couple of hillion, ,

Mr. Basserr. Senator Hartke, I think that we are all in agree-
ment that we would like to see pension coverage extended to as broad
a group as possible, I think the tax incentives that were put in year~
ago has extended coverage to many millions of people. I think to ea-
tend it to a largor group, we have to maintain and continue a favor-
able atmosphere, in which to develop new plans and improve old
ones,

Senator. Harree. I don’t like to include atmospheres, but I tell
you what, I find that atmosphere doesn’t get the job done,

Mr. Basserr. It hagin the past.

Senator HarTke. I hear climate and atmosphere all over the place
in all these things, and I am just going to tell you quite honestly that
they don’t persuade me much. Now go ahead. You come in here and
brag about the traditional expense and unique values of private
pension plans. If, as Mr. Bernstein says, that this applies to less than
10 million, and he indicated it was——

Mpr., BasserT. Yes, sir.

Senator Hartee. On the basis 8f what we have done so far, with
limited benefits to them, it looks to me like this has been a nice thing
for you people who have been administering the program, and a pretty
expensive proposition for the taxpayers.

. Mr. BasserT. Let’s go back and examine that statistic. I think that
is & good one.
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Senator Harrxe. I dan’t know whether. it is true.ornot, . ; . .
gir. BAssirfrr. Butkaltl’s exgtr;mné it.” - S e
.<enatorr ;Am’{ ’ ri We DT I _,. PR
Mr. BassgTT. :IeetTS:tﬁsugme that 10 percent are all t'hat are goilg to

benefit. That means t , ] '

pension program that they are at.one.time covered under. - Now how
are we going to extend this so all 100 percent get protection, that all
100.percent who are in this plan get benefits when they reach 65¢ Is

ere are 90 percent who do not benefit, from a

thigthe problem¢ . ." . "7 0
Senator Harre, That is 3 good question, ..~ .. . - " .
Mr. Basserr. All right., We;can’t cover those that are going to die

between :now and 65. This eh]:p.inatw_ maybe 10 percent, If we are

gqijjﬁ to. give it to those who ¢ A;mtge jobs, we must have benefit plans
in all companies throughout all of the United States, because that is
probably where another 60 or:70, percent go intp uncovered  occupa-
tions. So-we must anu}?@fe,@ greater:percentage of employers to
adopt plans., 'We must build more plans at, mere gompap;lgg:through-
out the country, This means particylarly the small employers. We
have got;to get them to adopt pension plans. These are the groups

that we have got to cover, if we are going to raise— . .. W

- Senator Harrre. Can-you tell me how:many small employers have

provided systems which provide any substantial numbers of coverage

for ultimate cash benefits in the last-couple of years? Do.you have

those statistics?. . . o
Mr. Basserr. Well, we do know that there is a tendency. for more

and more small gluhs to be qualified for taxpayers. These provide pro-

- tection, and we have to encourage them, if we are ever going to provide

benefits for everybody when they retire, . R

_Senator HarTre. I don’t want.to discourage them, but I, would be
more interested in.finding out just what happens as far as the em-
ployees are concerned. Look, quite honestly if you have got a pension
plan, if it means anything to anybody at all, it should mean something

.

T

to that employeo. o
Mr. Basserr. Yes, sir. R T
-Senator HARTKE, Not to actuaries.

Mr. Basserr. Right. , , . R

Senator Hartke. Not to trust companies, not to unions, and not to
management,

Mr. Basserr. Ithink weareall in agreement,on that. :

Senator Harrrr. I am not being critical, but you want it for that
ﬂqnn who works in that factory, If it doesn’t mean anything to

Mr. Basserr. Exactly.

Senator Harrke. There is no justiﬁcatioh for gding ahead with this

type of program. ‘ o o ; , : .
I1:1'1'. BasserT. So we are trying to find ont who are these 90 percent

i

that don’t receive protection.
Senator HarTrke. Right. I o
Mr. Basserr. And we have got to find out what we can do to give
them protection. : Now I can give you several proposals. I have sug-
gested one, | . Ce : .
‘Senator Harrre. You go right ahead if it isin your prepared state-
ment. " If you want to give it off the top of your head, it is all right.
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Mr. Basserr. You have torn it apart right now. I am off the text.

Senator HarTkE, Go right ahead. o '

Mr. Basserr. Well, the other area in which a lot of people are losing
their benefits, the part of this 80 or 90 percent that don’t get them, is
because they leave before they have vested rights. This has been pretty
generally talked about today, and I think there ought to be more lib-
eral vesting, and I have a suggestion which will help do it.

My suggestion is that you encourage employee contributions to plans
by making employee contributions tax deductible as they are in Can-
ada. This will cover the cost of vesting, and encourage vesting. With
that kind of a program, companies and employees can afford vesting.
We know for a fact, even without legislation, that contributory plans
have more liberal vesting than noncontributory plans, and this is the
way I think you should approach this problem. - _

But actua{ly before any of this, you should look into why it is that
90 percent of the employees don’t have protection—if this is the right
figure—and when you find out why, we ¢an consider how to correct it.
Your bill is one possible answer, but there are many other:.

Senator HarTke. Let me say I am not wedded to the language or
even necessarily to'the principle of this bill. I am very definitely
concerned about this problem.

Mr. Basserr. Ithink weallare. - '

Senator HArRTRE. And that is the thing I am driving at. Did you
want to say something? Go right ahead.

. Mr. GReeNBERG. I hesitate, Senator. I would like to comment if I
may after the presentation is finished.

Mr. Basserr. Let me go back to my statement. -

This is not to say that there may not be a need for further legislation
or regulation. Improvements can and should be made in the statutes
and in regulations; and in my judFment, companies with experience
in this field are quite willing to work with the Government toward the
development of such improvements where the need is demonstrated and
where the benefits of such changes clearly outweigh the difficulties. It
is my conviction, however, that some of the alleged weaknesses in pres-
ent statutes and regulations have been overstated and that isolated
examples of deficiencies have been cited as justification for sweeping
new statutes and regulations aftecting all plans—the overwhelmin
majority of which are soundly conceived and soundly administered.

To a certain extent, I believe that this comment applies to the pro-
posal now before this committee for a Federal reinsurance system. In
many respects the pending bill would institute a far-reaching, drastic,
and untried approach to a problem which, to date at least, has not
existed to any great degree.

In this regard, I understand from the testimony of Secretary of
Labor Wirtz before the Subcommittee .on Fiscal Policy of the Joint
Economic Committee and before this committee this morning that a
joint study is now underway by the Bureau of Labor Statistics and the

nternal Revenue Service of 7,000 pension plans that were terminated
between 1953 and 1965. The purpose of this study is to ascertain the
reasons why these plans were terminated. It may also be possible to
find out what effect these teriminations had upon the employees. It
would seem that the facts regarding the need for S. 1575 may be forth-
coming, and thus action should be delayed until these facts can be
studied.

68-740—06—7
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Let me make it cléar that I think it is appropriate for the Govern.
ment as well as private companies and unions to give serious consider-
ation to ‘ﬁn‘y,ang'all means for adding greater certainty that pension

lans will actually fulfill their announced qbligations, Thus, I be-
ieve the broad objectives of S. 1575.are comméndable. But, as I have
mentioned, it is my conviction that these objectives are being achieved
toan ‘i_ncreasir‘_l%extent through voluntary improvement of retifement
programs and that further improvement will coine l;h,im;gh the years,
. -Here again, while this is my belief, facts will be available in regard
to the extent of funding in‘private penston plans,. This has to do with
‘this Wharton School study. I 'think you are goitigto have soiie valu.
able statistics out of that. ..~ 7 T o
~ The Pension” Research Council under the suspices of the Wharton
School of Finance & Comimerce at the University of Pennsylvania is
making an exhaustive study of funding in 5,000 private pension plans,
Confs_ﬂ ting :ﬁl‘?;?,% and’insiraice’ companies are participating in’ fur-
nighing data, - This study is being'financed by the Social Security Ad-
ministration, private foundations, and by ‘private sources. The study
will probably cost in excess of & half million dollars. It holds promise
of providihg & definitive clue as to whether thére is any necessity for
further governmental action in the funding area. I am convinced that
this study, as well as other studies now being conducted by the Gov-
ernment and by Fi'ivbte sources, will lead to a better understanding
of precisely which aspects of private retirement programs may be de-
ficient, and which aspects could be benefited by new statutes and
regulations. , , .

 The question is whether, S. 1575 is a practical and the most ap-
ropriate approach in meeting these proposed objectives more rapidly.
t is my opinion that the remsurance program recommended by the
bill is not a feasible approach for a number of reasons.

The purpose of insurance is to spread a risk over a large group in -
order to protect individual participants against the loss resulting from
some uncontrolled event. 'The cost of the insurance to be equitable
should be borne by the participants in proportion to their exposure to
the hazards insured against. As presently written, S. 1575 fails in a
number of areas to meet these requirements.

(1) In this situation, the risk insured against is not beyond the con-
trol of the insured. The insured determines, to a large extent, whether
or not a certain facility or business operation will go out of existence.
An analogy would be to issue fire insurance on a home and agree to
pay the owner for the loss if he has the right to burn the home down.
The risk insured against in S. 1575 is largely within the control of the
purchaser. ‘ . L 4

(2). Such a program, I believe, may encourage minimum funding
by employers, since the security of %ensions will no longer be a com-
pelling reason for funding. It may be cheaper to pay the “premium”
than to fund adequately the pension plan, thus stimulating the wrong
kind of pensiop planning. =~ : |
~ (3) Asstated above, the cost of the insurance should be borne by the
participants’in proportion to the risk involved. Under the proposal,
the cost of the insurance istobe a function of the unfundeq cost of the
benefit expectations. This is only one small factor in the measure of



FEDERAL REINSURANCE OF PRIVATE PENSION' PLANS 95

the risk.. The risk also involves the probability of discontinuing the
plan for business reasons. . For example, three companies: a utility
company in a metropolitan area, a manufacturer of hoola hoops and
skate boards, and a large subcontractor supplying a very special item
necessary for the operation in Vietnam might all have the same un-
funded pension cost. It is evident, the risk of each of these enter-
prises going out of business is radically different, the probability of
which. would be’difficult to determine. But certainly, soine of them
would be more likely to require the insured benefits than another. Yet,
the proposed bill would-charge each. company. the -same premium.
Thus, the reinsurance p'r()'g'mm' would seriously discrimindte against
pension-plans established by stable organizationg which are likely to
continue in existence for many years. The program. would operate
against our oldest and soundest corporations in favor of companies
which may averreach themselver in assuming pension obligations, and
other companies, which do not expect to exist except for a'relatively
short: time, ... . ... .. R

(4) The problem of measuring the risk also applies to the second
part of the insurance proposal-—namely, covering losses on the liq-
nidation of assets. In order to properly assess the premium it is
necessary to determine some measure of the risk involved in different
investments made by the pension fund. I do not believe that it is
possible to insure that the stock market will not go down in future
years or that poor investments will not he made by pension trustees.

(6) If a reinsurance program were undertaken, I believe the Gov-
ernment would quickly find itself in the business of establishing a
wide variety of investment standards, payment standards, funding
standards, and other criteria for pension plans which would result
in placing all such programs under a governmental straitjacket and
thus depriving these plans of the inherent flexibility which, I believe,
lies at the root of their success and value.

- Earlier, I mentioned the studies going on by the Pension Research
Council and the joint study by the Bureau of Labor Statistics and
Internal Revenue Service. I understand that the SEC is making
a study examining the financial data of trusteed pension plans. In
addition to their regular annual refort, it is stepping up their studies
to include both book and market values of assets, and the purchase and
sales of common stocks. I believe it intends to issue quarterly reports
on transactions in these funds. Perhaps, this information will be
of additional value and give more facts on which to determine the
appropriateness of any legislation.

Until these studies are completed, Mr. Chairman, and until sub-
stantial consideration and evaluation have been given to them, I would
urge the Congress not to take action on legislation such as S. 1575.
Private retirement programs adopted by corporations for the henefii
of their employees constitute a unique and constructive American de-
velopment which, on the whole, is serving the Nation extremely well.
In the light of the long-range nature of these programs, and their past
success, the Government has an obligation to move deliberately and
cautiously in_changing the ground rules under which they operate.
Certainly, to date there has been no clear demonstration either of the
needs for or constructive results that would result from a program of
Federal reinsurance for unfunded pension benefits.
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I want to thank the members of the committeé for this opportunity
to expressmy views on this important subject. : '

Senator Harrke. I am not going to-ask you any further questions,

Mr. Greenberg, I am going to withhold your statement until I get
through with Mr. Bert Roberts, Pension & Profit-Sharing Services,
Austin, Tex, : :

STATEMENT OF BERT 'ROBERTS, DIRECTOR, ROBERTS PENSION
& PROFIT SHARING SERVICES, AUSTIN, TEX.; ACCOMPANIED
BY S. J. MAXWELL, ATTORNEY, AUS'_I'IN, TEX.

Mr. RopirTs. Senator, we too have come at our own expense. We
don’t represent anybody but us, and before this is through, I believe
you and I are going to wake the whole bunch up. |

Senator HARTKE. Let me say something to you ‘and to all par-
ticipants here—that we are not going to change the world today. For
any of you people who are fearful there is going to be action in this
session of Congress, just go on home. If that is all you are worried
about, there is certainly nothing going to happen in this session of
Congress on this bill. .

That I know. Withont me pushing it, I don’t know of anyone else
who is going to push this bill at this moment, so you can go home and
have a good Christmas, Go right ahead. ‘

Mr. Roserts. This is our first trip up here, and we tried to get
reservations on the planes, and they weren’t running, so we had to get
private conveyance, but we are happy to appear before this group.

I would like to say that we are not in any way trying to change tho
forces of nature, nor are we against change of any type. However, 1
get from your statements that you are inclined of the socialistic nature,
and we in Texas believe in furnishing the men with what they are able
to work for. : n

Senator Harrke. I am not inclined to a socialistic natire at all, I
want you to know that I for one just opposed socinlism in regard to
the airlines strike, which the majority of the Congress insisted on
following. I just want you to know that if you want to put a tag on
me, you might find me putting one on you real fast.

Mr. Roserrs. All right. I told you we were going to wake them up.

One of the things we asked a moment ago is about the tax dedue-
tion situation. I think one of the things that this grou¥ has over-

looked is the fact that no employer is forced to put in a plan; that if
he had a plan he wanted to put in $100,000 n year, he would be $52,000
better off if he was in the maximum hracket, to tell his employees to go
provide their own benefits out of their own income after they paid
taxes on their income, and he would be $52,000 better off in his own
(t:g(liporation. I think this is one of the things we have overlooked
ay. .

Se¥1abor Harrke. I haven’t overlooked it. Maybe you have, but I
knew that before we started.

Mr. RoBerts, The way you questioned——

Senator HArTEE. You interpret how I question? You do your own.
You come up here and you want to question me, you get elected Senator'
‘and you can do it., ‘

Mr. Roserts. Thank you. I might.
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Senator HarTkE. No, let’s have a clear understanding. I am stay-
ing here to accommodate you people. I am not objecting to that. I
could have put this over until tomorrow. Most Senators would have.

I understood you came here at your own expense, but If you want
to ask me questions, you Eet yourself elected and we will go ahead, but
in the meantime, if you have anything to submit which 1s of value in
ixlxter(s)reting this, whether favorable or unfavorable, you go right
ahead.

Mr. Roeerts. Well, this bill as a whole requires that there is going
to be some additional expense. This expense is going to have to be
borne by the employer. -

In keeping with our national structure of economy, we are trying to
keep inflation down; this in itself makes the economy more expensive
and makes. it: go up. There are several things that can be done and
should be considered, that Internal Revenue should consider giving
some additional increases in deductions in order to cover this, and in
many cases this 5-percent increase, which has been projected here today
as the cost- of this coverage, in many cases this 5-percent is enough to
fund a private pension plan by itself. So anyway this idea which we
have here is in reality a way of job guaranteeing, whether the man
works or not. '

Take, for instance, a man who is working in a firm and they put in &
computer. He refuses to be retained. He elects to take retirement
and under the provisions of this bill, he could determine himself
whether he wanted to go on retirement.

At present there are three Federal institutions that are involved in
these plans, Labor, Internal Revenue, and now we are asking Health,
Education,and Welfare.

I would like to make a recommendation to this group that-it give
serious consideration to the establishment of one organization which
will have under its jurisdiction the glanning, the studies, and the han-
dling of pension profit sharing and all of those types of tax exempt
trusts. -

There is another suggestion I would like to make. There is very
little that has been sai%l here today concerning insured plans, but that
the insured plans be made exempt from this bill, because if a plan is
insured with an insurance company, the insurance company takes the
risks, especially under the investment program, so long as the em-
ployer makes the contributions, the benefits are guaranteed.

I also know that there is another bill being considered which would
make it a crime for not makinF a contribution, so it might look like we
are trying to choke the goose that provides the eggs that oils the wheels
of the economy. "

There is another suggestion I would like to make, and that is that
by outlawing your entry age normal plan, and prior service participa-
tion, you haveno problem. _

There are a lot of statements which I conld make concerning the bill
itself and its inadequacies, but I realize that this is in its infancy, and
I think those can and will be looked into.

Senator Hartke. If you have anything specific you would like to
say about them, you are certainly entitled to say them.

Mr. Ronerts. A couple of questions.
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Senator HArRTRE. You don’t ask any questions. If you have any
statements about this—— )

~Mr. Roerts. I would like to get it in the record.

Senator Hartke, If you have anK statement to make, that is fine,
If you have any suggestions to make or if these are in the form of
statements—— .

Mr. Roserrs. We will just make them as statements. - I see no reason
why this should particularly pertain only to pension plans and exclude
the self-employed and the profit-sharing plans.

‘Senator Hartre. Would you liké t' :-ave those covered ? :

Mr. RoserTs. I see no reason why not. If you are going to make it
for one, you should make it for all. o

Senator Harrkr. Would you advocate having those covered?

Mr. Rorerts. 1 don’t advocate your covering any of them.

" Senator Hartkr. That is what I thought. You see, we come right
down to the basic problem, you are just against it, period.

Mr. Roserts. That is rigfmt.. , ‘ '

: Senator Harree. Well, beagainst it. There is nothing wrong with
that. - ' ' ST

Mr. Roserts. I don’t have any questions whether I am for it or
against it. ‘

Senator Hartke. All right, just go ahead and be against it, but
don’t try to give excuses why you are against it by saying we should
include something else. You don’t want to include anything. You
don’t want to even include this,

Mr. Roserts. Amen, OK, we understand each other.

Senator HArRTRE. I am not sure I understand you.

Mr. RoBerrs. New increases, these at present look as if they are
going to be made into an additional plan. This is going to cause
additional expenses to the employers who create them, and the ad-
ministration of this is going to cost some increases in taxes. ‘

One of the things that concerns me most is the formula by which
1 percent is being guaranteed, I mean 50 percent is being guaranteed
of a man’s wage, or the lesser of $500. The average plans don’t even
have a formula which will allow a B0 percent income at retirement
time with a maximum of $500. I say the average, because there are
many of those which do, but the average plan does not.

The feasibility of being able to determine the risks as set out in
this plan are highly improbable, and to give discretionary powers
to any secretary of any functional body is a great latitude which I
do not endorse.

In talking about actuarial soundness, I wish someone wounld have
been able to ask Mr. Ball this morning how long social security would
last if all the people stopped paying their contributions to social
security. Everybody seems to be concerned about the actuarial sound-
ness of our pension plans. Yet not too much thought is being given
to the actuarial soundness of our social security system.

The point in commerecial plans, and in our dealing with the men
who are responsible for the creation of these plans, they are doing so
ont of the goodness of their hearts. They are trying to provide
security for their employees, not a deduction from the income tax rolls,
and a corporate owner is not forced to put in plans, and if we are
going to hamstring and curtail this operation of pension plans so
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that he is afraid to stick his head out the door, we are not going to
have any pension plans, and we are not going to have any security
for t}:lly of our old people except what social security is going to
rovide. L

I highly recommend that we have a centralized system who can
make a thorough study of all of these situations and correlate them
in such a’ way that ‘we can do something constructive, rather than
legislating things that have to be done, and make it encouraging
to the employers to install plans so that our employees can have ade-
quate 1ncome, ‘

Now we only heard about this cn Friday. It took us 2 days to ﬂget
up here with our mode of transportation. 1 pulled my attorney off of
his vacation, and he is here on a voluntary basis also. I would like
for him to be able to make any comments that he cares to make at this
time. : ; -

" Senator HarTke. Identify yourself for the record.

Mr. Maxweir. My name is S. J. Maxwell. I live in Austin, Tex.
I am an attorney, and have beén practicing law in Austin, Tex., for
some 19 years. ‘ - . o

I have just one or two suggestions to make, Senator. I am not
going to keep us. long now. I would like to have the opportunity
though, if I may, and I do believe you permit this, to file a brief or
statement of further suggestions ang comments for the record within
the deadline that you set.

Senator HarTke. That is accorded not only you but to anyone
else who wishes to make a statement.

Mr. Maxwerr. Thank you. Basically I believe that a large part
of the problem that we are talking about today can be resolved by re-
vising the Internal Revenue Code as it now reads, so as to permit the
fundnlug of past service credits in a much less time than is now per-
mitted,

I believe the limit today is 10 percent per year. My personal view
is that that ought to be accelerated, allow funding in as little as 3
years of all past service credits, and require that all past service credits
be {unded within 10 years, instead of allowing them to drag on and on
andon.

Then these funds will be here that we are talking about. They
are not going to be missing. They will be in the pot. That is what
Mr. Reuther was talking about this morning. The employers have
represented that the funds were there—malylrbe he didn’t say they were
there, but he led his employees to believe that they were there. They
were led to believe that these are plans that have funds there. The
emploree thought “I am going to get a pension when I am 65.”

Well, if the money is in the pot, it will be there when he is 65,
unless there is loss on the value of the assets, and if the trustees are

rudent trustees, and if they follow the laws of the various States
in which they presently reside, the funds will be there in all probabil-
ity, maybe not every penny, if the plan were terminated on a given
date, because there are fluctuations in the stock and the bond market,
but by and large the funds would be theve.

Second, I would like to point out particularly that section 4(a)(2)
is not needed insofar as insured pension plans are concerned. Where
there is an insurance company holding those funds, those funds ave
going to be there when the time comes to pay off.
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Now I spent many years with the State Board of Insurance of
{he State of Texas, and T am familiar with every insurance compan
doing business in the State of Texas, and that includes the New Yor
companies as well as the Texas coms)anies. o

I am also familiar with practically every insurance company in.
solvency in the last 15 years in the United States, and it is my sincere
belief that there has been not the loss of $1 in insured pension funds
in the United States in the last 15 years, and I doubt sertously if there
has ever been the loss of a'single dollar of them in the history of this
country, insofar as their being available at the time the payment to
the beneficiary—the worker, or his beneficiary—was due.

So I see no necessity for section 4(a) 52) insofar as insured plans are
concerned, and I think that insured plans should be exempted from
subsection 2 of section 4(a) of the bill., '

Then I would like to emphasize again regarding this 50 percent of
the average montlily wage or $500 per month, whichever is lesser,
maybe that is a com)n'on_(ﬁzeiiblﬁii‘]atol',iil thé wealthy Northeast, but it
is not & 'common denominator in ‘the poor South and’ Southwest, I
think that that is exorbitant. I think t?le answer is this, Senator. .

I think that this bill'should provide that. it should not exceed 100
percént of the benefits which the worker or his beneficiary would have
recéived had the plan remained in effect. Let’s don’t give him more
than he would have gotten. He is not entitled to a windfall. He is en-
titled to what he would have gotten, but he is not entitled to another
dollar, that is if we are going to have such a bill. '

Personally I am opposed to the bill, but I look at this thing con-
structively and I do realize we have problems, but as I said, I think
part of the problem and a large measure of it can be solved by an
amendment to the Internal Revenue Code which I outlined earlier.
Thank you.

Senator HArTRE. Thank you.

Now Mr. Greenberg. _ :

Mr, GReENBERG. Mr. Bassett—may I talk from here?

Senator HArTKE. Yes, go right ahead.

Mr. GrReeNBERG. Mr. Bassett made only one constructive suigestion,
but it flies in the face of a principle now thoroughly established, and
I think that it is a principle that, must be kept in mind for all our
deliberations here. '

Seventeen years ago the 1949 steel industry factfinding board ap-
pointed by President Truman stated in substance: The responsibility
for taking care of the worn out, and we should not add, discarded em-
ployees of the steel industry, is as much a proper cost of doing busi-
ness as taking care of and replacing worn out equipment and facil-
iti(is. To establish this principle a long strike ensued in the steel
industry.

Sugg{;sting that employees should be compelled b(ir law to pay for
their own pensions is a step backward which would only encourage
labor disputes. Voluntary savings by all means, Compulsory sharing
of the employer’s responsibility by employees, no.

Senator Harrke. Thank you.

These hearings are now adjourned. If you wish to submit any addi-
tional statements or any other parties care to, the record will be kept
open until August 31. I want to thank you for coming.

(Whereupon, at 6:10 p.m., the hearing was adjourned.)
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(By divection of the chairman, the following communications are
made o part of the record :)

STATEMENT OF THE AMERICAN' LIFE CONVENTION AND LLIFE INSURANCE ASSOCIATION
OF AMERIOCA, SUBMITTED BY GLENDON E. JOHNEON, VICE PRESIDENT AND GENERAL
COoUNBEL, AMERIOAN LIFE CONVENTION, AND KENNETH L. KIMBLE, VICE PRESI-
DENT AND GENERAL COUNSEL, LIFE INSURANCE ASSOCIATION OF AMERICA

The American Life Conyention and the Life Insurance Assoclation of America
are two assoclatlons of life insurance companies whose members in 1065 held
§27.3 billion under pension plans, representing 99.9% of the reserves of insured
pension plans in the United States, These plang cover more than seven million
participants or 99.7% of those in {nsured penston plans. \

S. 1676 would establish a comprehensive system of governmental guarantees
for private pension plans which are qualified under the Internal Revenue Code.
The program is designed to protect against the risk of loss of pension henefits
resulting from declining asset values or from termination of a plan, The
program would be financed by premiums from covered plans. The premiums
would vary according to the unfunded liabilities and the kinds of assets of the
plan, . . ‘ : )

As a business intimately involved in the development of pensions, we share
the sponsors’ interest in a sound private pension system. If that system is to
grow, it is important that all plans be operated soundly and fairly so that
the participants receive the bhenefits they are led to expect. Accordingly, we
favor any practical improvements in private pensions that will serve these
purposes, . :

Like the proponents of 8. 1575, we recognize that the problem at which this
proposal is aimed cannot be divorced from the other guestions raised by the
1965 Report of the President’s Committee on Corporate Pension Funds. Along
with other groups both inside and outside of the Government, we have for some
time been studying the private pension system to see whether there are steps
which can be taken to assure that all pension plans are soundly designed and
well administered in the interest of fair treatment for all pensioners. These
considerations range broadly over all aspects of pensions but have centered
priraarily on: (1) adequate vesting and portability, (2) honest administration,
(3) sound funding together with related proposals such as §. 1575 to' Increase
the security of pension expectations, and (4) expansion of the system to those
who are not now covered by a pension plan.

In this framework we have studied 8. 1575 to determine whether it would aid
in the sound development of private pensions, It raises a number of complex
and interrelated problems for which we have found no satisfactory solutions but
which, in the spirit of Senator Hartke's invitation, we are pleased to review
with this Committee.

One aspect of the private pension system which must be kept in mind in
considering suggested changes is that this system is a voluntary one. Thus there
are limits on the extent to which additional costs or regulatory burdens can be
imposed without slowing or even reversing the desirable grov th of the system,
It does not follow that there should be no changes in the privace pension system,
But in any attempt to improve the system, extreme caution should be exercised
in the imposition of burdens which might lead to a decision against having a
pension plan at all,

The proposed insurance arrangement of S, 1575 is often compared with that
of the Federal Deposit Insurance Corporation, which basically protects depositors
against the risk of declining asset values. 8. 1575 would similarly insure against
such rigks, although the kinds of assets involved are more varied and the selec-
tion of investments much less restricted than those of FDIC member banks.
Even more troublesome is the proposed protection against the possibility that
contributions will not be made by an employer in the future because he has gone
out of business. The FDIC guarantees deposits already in being. 8. 1575 would
guarantee additionally something which does not yet exist and which is most
indefinite, a risk which is of a different order of magnitude frown that covered
by any existing insurance program-—government or private. .

It should be recognized that the total risk could be very large, particularly in
times of recession, Moreover, the proposal is designed to be self supporting and
yet has only very broad llmits on the pension benefits to be insured. Even if
much more restrictive 1imits were imposed some sort of governmental guarantee
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would seem to be essential in view of the immense liabilitles that covid develop
in a recession, o -

Another basic problem grows out of the fact that the insured would have a
large measure of control of the risk, which could lead to:abuses. Cousider, for
example, the temptation for an administrator whose firm is facing insclvency to
increase the pension liabilities by liberalizing benefits ot covering.in additional
employees. Perhaps an even more troublescme  situation would be presented
where an employer closes down one of several plants, or in a merger, where the
intérrelated interests of various groups ‘of eémployees would add another level
of complexity., While it is conceivable that some of thése difficulties coild be
controlled, to do so would require extensive regulation that would tend to in-
hibit the desirable and traditlonal flexibility in the operation of private pensions,

Another serious concern 18 whether 8. 1575 would encourage unfunded pensions,
The proposal would conditlon qualificatlon under the tax céde upon participation
in the proposed insurance program. This would exclude unfunded or pay-as-
you-go plans under which an employer receives a tax deduction for benefits when
paid directly to the beneficiaries. In such plans, since there are no reserves,
the participants are even more vulnerable to the potential loss of pension ex-
pectations including the risk that their employer will go out of business. Inas-
much as compliance with 8, 1875 could be avolded by operating on such a basls,
the’ proposal might well caiuse greater use of such artangentents with a cor-
respondingly increased risk for the participants, In addition to thé decreased
protection for employees, such a trend would mark an undesirable reversal of
the extraordinary capital growth provided by the expanding private pensfon
system. The total investments of pension plans, now nearly $83 billion, have
been an extremely important factor in the economic development of this nation
during the past two decades. ’

A related ‘question is whether this proposal would serve to reverse the present
desirable trend toward fuller funding of pension liabilities under qualified plans.
Such # developmént would clearly not serve the best interests of the beneficiarles.
We have considered whether it might be possible to design the premium rate
schedule for the proposed insurance program in such a way as to discourage any
tendency to avold adequate funding but have concluded that the disparity is so
great Letween the large cost of funding and the relatively smaller insurance
premium that this would not be practicable. By way of amplification it should
be explained that most pension plans when installed accord benefits to current
employees for previous service which are not funded at the outset, These liabili-
ties are so large that even in well-administered plans fiiey cannot ordinarily be
fully funded for 30 years or so. The maximum premium allowed by 8. 1575 is
much smaller by comparison.. Thus there would be a natural tendency for
pension administrators to minimize this funding burden, relying on the insurance
program to protect against possible adverse developments. Yet the only complete
security for pension participants is a fully funded plan. Thus, under any pro-
gram such as that of 8. 1575, it would be difficult but necessary somehow to
make sure that the program did not encourage pension plan administrators to
make a less determined effort to fund these liabilities promptly.

One final problem area should be noted—the need for precise definition of the
risk to be insured, In any pension insurance program it would seem to be neces-
sary to avold inequities among the varlous types of pension plans and to avoid
adverse selection by the weaker plans.

In conclusion we reiterate our interest in improving the young and growing
Institution of private pensions, and our willingness to assist in any practleal
effort to improve the security of employees’ pension expectations. At the same
time we urge that careful consideration be given to the need for encouragement
of the expansion of private pensions. Certainly these two basic considerations
must be balanced in evaluating any proposal to revise the private pension systen.

AUBSTIN, TEX., August 25, 1966.
Hon. RusseLL B. Loxg,
U.S. Senate, Committee on Finance, Washington, D.C,

DEAR SENATOR LoNa: The captioned bill now belng studled by your I'inance
Committee Is too serious and has too many far-reaching ramifications to be con-
sidered in a hasty manner.

I urge you to reject this bill if efforts persist for its speedy approval without
further detailed analysis of the problem by competent partles in government and
Industry of its cost and need.

Respectfully yours,
ALBERT P, MOKINNEY, CPA.
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S‘I‘ATEMENT OF ALEXANDER L. BT101T, VIOE PRESIDENT AND COMPTROLLER OF
AMERIOAN TELEPHONE & TELEGRAPH Co.

I am Alexander L, Stott, Vice President and Comptroller ‘of American Telephone
and Telegraph Company. This statement is made on behalf of the Bell System
companies,

By way of background, I would like to give you a few facts about our companies
and their experience with penslon plans,

The Bell System companies conslst principally of American Telephone and
Telegraph Company, 21 reglonal telephone operating companies, Weéstern Electric
and Bell Telephone Laboratories. The Bell System companies have had pension
plans since 1918 and thus have had over 50 years' experience in this fleld. The
pension plans of the companies now cover approximately 800, 000 active employces
and about 90,000 employees retired on service pension.

The plans have always applied to all employees of the company from the first
day of their employment. Retirement is mandatory for all employees at age 65
and there are also provisions for earlier retirement either at the employee’s re-
quest or with approval of the Employees’ Benefit Cominittee, depending upon the
employee’s age and service. The annual pension to which an employee is entitled
is an amount equal to 1% of his average annual pay during the § years next pre-
ceding retirement, multiplied by his number of years of service, subject to adjust-
ment, as provided in the plan, on account of specified minimum pension levels and
Social Security benefits,

The cost of the plans has always been borne by the companles. In 1927 the Bell
$ystem companies set up trust funds with assets dedicated to the payment of pen-
sfons and thus have had about 40 years’ experience in the funding of pension
plans. At the present time the companies have 48 irrevocable trust funds held by
30 different banks as trustees. The total assets of all of these trust funds on De-
cember 31, 1965 were more than $53 Dbillion. ILast year these companfes paid
about $500 million into there funds,

Payments into the funds are made pursuant to the accural programs of the
companies., Under the programs accurals are made over the remaining serv-
ice life of the employees as percentages of payroll, which percentages are re-
determined annually to reflect changes in actuarial assumptions and other factors
affecting costs. In addition, regular uniform payments are being made to the
funds for service pensions to amortize, in most cases by December’ 31, 19(S,
the relatively small unfunded amounts under the service pension accural pro-
grams adopted by the companies.

We are certain that the Bell System pension plans are well designed to serve
our employees and our business. They have been modified and amended over
the years to meet the changing requirements of the business and the needs of its
employees. They are soundly and properly. financed. The companies have
an unconditional obligation to pay the pemsions under the plans and they are
in a position to do so.

It was possible to adopt the Bell System pension plans and to improve them
over the years because of the freedom which has been afforded industry to adopt
plans meeting their special needs both as to -benefits and financing. We believe
that the present public policy which encourages private companies to adopt pen-
sion plans sultable to their particular requirements and to improve and fund
such plans should continue,

We are sure that most other companies have developed their pension plans
to meet their unique needs just as we have in the Bell System. We are equally
sure that the varied problems and circumstances in different businesses have
brought about the many types of benefits and funding provisions that are now
in existence. These provisions have undoubtedly been bargained out by labor
and management to fit the economic, financial and other factors with which they
had to deal, The tremeundous growth of private pension plans in recent years
is undoubtedly due to the ability of management and labor to bargain freely
In this area.

We are in-sympathy with the objective of safeguarding employees against the
loss of pension benefits and our efforts in the Bell System have long been di-
rected, and we think successfully directed, to this end. It is our belief, however,
that this bill i3 not well designed to achleve this objective and that the premi-
um costs assessed against all plans would impose serious burdens on soundly
financed plans and would thereby restrict the growth of private pension plans
generally.
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! C " * e FIRESTONE TirE & RuBBkgR Co,, . .
s Washington, D.C., August 12, 1966,

Senator RusseLL B, Loxg, , L ,
Chairman, Senate Commitice on Finance, o e
Ncw Senate Ofice Bildlding, Washington, D.0. o

DeAR MB. CHAIBMAN : Kindly have this letter made a part of the public hedr-
ings before your Committee beginning on Monday, 15 August 1066, on 8. 1575
which would- establish a self-supporting Federal reinsurance program allegediy
to safeguard private pension plans, L o o
. Well managed companies .with soundly financed plins should not be re-
quired by law to pay a premium for plan fund insurance to Insure the risk
of plan terminations or plan deflclencies of non-prudent employers who have
carelessly funded their plans with high risk or reckless investments.
~ Such a requirement would force companies with soundly flnanced plans to
contribute to the weaker plans. .

For the above reasons, The Firestone Tire & Rubber Company is opposed to
the provisions of the subject bill.

YVery truly yours,
Harorp B, WIRTH,

Washington Manager,

STATEMENT PREPARED BY ANDREW A, MELGARD* ON BEHALF OF THE CHAMBER OF
“COMMERCE OF THE UNITED STATES

The Chamber of Commerce of the United States of America welcomes this
opportunity to present its views on 8. 1575, a bill “to establish a self-supporting
federal reinsurance program to protect employees in the enjoyment of certain
rights under private pension plans.” Private pension plans are a complex
subject matter. So 18 Insurance. We are entirely sympathetic with the diffi-
culties facing the Finance Committee in deterrmining whether the insuring of
pension plans is feasible.

The National Chamber cannot support the federal reinsurance program for
private pension plans which is proposed in 8. 1576. The reasons why we do not
support this proposal are:

1. The exact extent of the need for such a program has not been fully
determined.

2. There are grave unanswered questions as to whether the hazards
proposed to be insured agalnst constitute insurable risks,

3. There has been no reasonable determination of the cost of such an
insurance program, and until such a cost is determined there is no way to
declde whether the money from the funds ecnuld better serve to guarantee
employees’ rights if used for additional funding.

4, Such an insurance program, where ratc feasibility and equity among
the tens of thousands of diverse pension plans is in question, could lead to
disincentives to funding and other possible abuses.

The caotent of the need for such a Federal insurance program for private
pemsion plani has not been fully determined at this time. The December 1063
edition of the Soclal S8ecurity Bulletin contained a report prepared by Joseph
Krislov, Division of Research and Statisties, Social Security Administration,
on private pension plan terminations. The report was based on the records
of the Office of ILabor-Management and Welfare-Pension reports covering all
pension plans, including deferred profit-sharing plans, that became inactive during
tha ten-month period of September, 1061-June, 1962, Two of the conclusions
reached by the researcher from his studies were that (1) relatively few private
pension plans, affecting only a small proportion of all persons covered by pension
plans, are terminated; and (2) most members of plans terminated because of
mergers have thelir retirement protection continued.

Additional studies and research are being done in this area of determining
why retirement plans terminate and what loss of benefit rights may be suffered
by participants. The Bureau of Laber Statisties and the Internal Revenue
Service are collecting and analyzing data on tax qualified retirement plans ter-
minated during a twelve-year period beginning with 1053, The results of ihis
study should give a clearer picture as to whether there Is need for a system of

*Andrew A. Melgard, CLLU, CPCU; Senlor Assoclate, Human Resources Development
QGroup, Chamber of Commerce of the United States.
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insurance such as is proposed in 8. 15675. Whether or not this study will con-
firm the indications found by Krislov remains to be seen.

In the discussions on pension insurance,- it is unfortunate that comparisons
bave been made with the Kederal Deposit Insurance Corporation plan for bank
deposits, Basically, the FDIC insures against declines in the values of assets
and reserves of banks., IHowever, the risks involved in the insurance program
under S. 1575 are quite different, : o ‘

The insurance of tnoney that has been deposited in banks is one thing, The
insurance of unfunded liabilities under pension plans is quite anothér. When
a pension plan is established, credit may ve given for the past service of older
employees back for 8 period of up to 50 years. It is anticipated that these
liabilities will be funded or deposits made to cover the full llability in the future
during the next 20:to-50 years. These future dollars for funding are not in
existence—have not been earned. 'To insure such a contingency is to insure
business continuance.. In fact, it is insurance not only of busdiness continuance
but business continuance at a profit. ‘I'he insurance would have to cover a level
of future business profitability that would perinit full funding. Nelther business
continuance nor the continuance of business at some specific profitable level are
considered insurable risks.

The second form of coverage provided by the insurance program under 8. 1575
would provide guarantees against losses realized upon the sale of investments
from pension funds if the sale was required to provide benefits payable by the
fund. Many funds have large amounts of thefr assets in common stocks, and
some invest in real estate holdings. It appears that such an insurance fund
would then in effect be insuring the performance of the various secarity markets
and the level of the markets for various types of rveal estate.

Insurance of business continuance, insurance of sufficient future profits to fund
past service liabilities in a pension plan, insurance of the performance of the
security markets and of losses realized upon the sale of investments in real
estate are all questionable as insurable risks. .

Since insurance seems to be such a logical and appealing method of handling
risks, and there are unquestionably some risks of termination and loss of benefits
under some pension plans, why can’t these be handled by an insurance arrange-
ment? The truth is that in order for insurance to work, the hazards to be covered
must meet certain broad tests, :

One of the first requisites of an insurable hazard is that there must be a large
homogeneous group of exposure units. Unquestionably, there is a sufficient
number of pension plans, but the unique problem is their dissimilarity. Quali-
fled private pension plans have been created by every type of corporation from
those with a few employees to those swith tens of thousands, for every type of
business activity in every part of the country, for corporations with every kind
and type of financial structure. Pension plans are established also by non-profit,
charitable, and religious organizations. The plaps vary greatly in their Lenefit
structures and their funding instruments. Pension plans may be singie employer
or multi-employer; insured, non-insured, or partly insured and partly trusteed;
contributory or non-contributory. In addition to retirement benefits, pension
plans may also include death, disability, or survivor benefits. -

Bvery expert who has ever analyzed the private pension plan system has
remarked on its diversity. Considering the diversity and dissimilarity of the
tens of thousands of qualitied private pension plans, it is questionable whether
they meet the test of a group of similar exposure units.

Another primary requisite of an insurable risk is that the occurrence of loss
must be accidental or fortuitous. Ideally, this would preclude any possibility
that the loss or claim would he under the control of the insured. The liability
involved in pension plang a.d the extent to which past service liabilities are
funded are usually within the direct control of the employer. This poses the
prodlem of pension {nsurance cauging disincentives to funding, unrcalistic bene-
fits, and other possible abuses.

An optimistic employer whose company was going through hard times might
raise benefit levels more than was prudent on the theory that the plan would be
insured. When better time came, he could do whatever funding was necessary,
Without the insurance fiction to fall back on, he would be more prudent.

During business recessions, many employers might forego any attempt to make
additions to the reserves for unfunded liabilities on the basis that the plan was
insured. When better times came, he could do whatever funding was necessary.
The moral commitments that employers feel so strongly towara pension funding
could be weakened. Insurance would he acting as a disincentive to funding.
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Insurance could then underinine, to some degree, the present prudence exercised
in managing pension funds are the ever-present management desire to increase
the adequacy of reserves which are the soundest bases for protecting employees’
rights in penslons. ‘

Furthermore, in collective bargaining situations, there is presently a hargd-
fisted approach; but it is usually based on reasonably conservative assumptions
of cost and economic realities. An insurance guarantee could distort thie free
collective bargaining process. In the desire for higher benefits, unrealistic as-
sumptions could be made of future mortality rates, future interest rates, future
employees’ turnover rates, estimated future retirements for age, future employee
contributions and other factors. Such over-optimistic assumptions could play
havoc with negotiated pension funds. One could even imagine a situation where
one union wishing to start an organizing drive to compete for jurisdiction with
another union would promise higber pension benefit levels which were not quite
realistic but which—after all—would be guaranteed by insurance from the
FFederal Government. The magnitude of potential abuses and how they could
be forestalled under S. 15673 is difficult to state,

Another requisite of an insurable risk is that the cost of insuring must be
economically feasible, No calculations have been shoiwon yet to indicate just
what the exact cost of insuring would be over a period of time under 8. 1575;
nor has any cvidence been produced to indicate the ertent of claims that might
be made. It 18 clear, however, that the money paid for insurance premiums by
pengion funds under S. 1575 wwould cut down on the amount of money going into
the funding of proper reserves for the liabilities of various plans.

In connection with the premiums of any “self-supporting” insurance plan, it
is desirable that there be rate equity among the various classes or types of
insureds. Under 8. 1575, it is dificult to see how different premium rates could
be determined where the basic risk is whether or not a corporation will continue
in business. This brings up the problem of whether the soundly managed pen-
sion plans would be subdizing the unsound plans under 8. 1575.

The problem of rate feasibility and equity could pose some unusual problems
in contributory pension plans. In these plans, employees take part of their al-
ready taxed take-home pay and contribute to the pension fund to help provide
for their retirement pay. How would such employees feel about an insurance
premium assessed on thelr contributions to provide coverage for non-contributing
employees in other plans? :

It is our understanding that studies are being made presently by various
interested groups to determine if the severe technical difficulties and formidab’e
problems involved in an insurance program for pension plans can be overcomc,
If a feasible plan can ever be developed, the Charaber would regard this as a
function to be carried on as an integral part of the private enterprise gystem and
uot as a federal nconopoly.

1f a federal reinsurance program for private pension plans is not feasible—-is
not practical or workable—what are the alternatives? 1t is the National Cham-
ber’s position that maximum encouragement should be given to the continued
growth and expansion of private pension plans. Governmental restrictions
which would hamper such growth and expansion should be avolded. Employers
and employees should remain free to work out pension plan arrangements best
suited to their own needs and requirements,

We are encouraging all employers who do not have private pension plans to
consider the establishment of such plans, The Chamber pamphlet FOR A BET-
TER TOMORROW—PRIVATE PENSION PLANS, which iz a non-technical
discussion of the principles and methods by which private pension benefits can
be developed and maintained through voluntary actlon by American employers
and employees, has been given widespread distribution. .

The National Chamber has been encouraging all employers to adhere to cer-
tain basic principles applicable to the establishment and administration of pri-
vate pension plans. These include:

1, A clear explanation to employees of the pension plan provisions, the
employee’s pension rights, and the extent of employer obligations and
responsibilities;

2. A program of funding which can reasonably be expected to provide for
the plan benefits;

3. The appropriate use of qualifled actuaries, lawyers, accountants, and
others competent to advise on such plans; and .

4. The appropriate use of services and facilities of qualified trustees or
insurance companies,

Ay A w naen s
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We also support liberallzing legislation to provide more incentive for the
self-employed to establish pension plans. All individuals should be encouraged
during their working lives to build private retirement income out of earnings,
either on an individual or a group basis. It is unfortunate that preoccupation
with tax matters has continued to obscure the fact that need for retirement
income is as great for the self-employed business or professional man or woman
and their employees as it is for the corporate executive and factory employee.
Recent Treasury studies based on 1964 tax returns have indicated that less than
40 thousand individuals out of the over 15 million in the self-employed fleld are
participating in qualified pension plans under the 1962 Self-Employed Indi-
viduals Tax Retirement Act. The present bill H.R. 10, which is before this
Committee, contains provisions which would encourage more pensions in the
self-employed fleld and guarantee to employees pensions and pension rights not
now in existence.

In his appearance before the Fiscal Policy Subcommittee of the Joint Economic
(Committee on May 9, 1966, Secretary of Labor W. Willard Wirtz commented on
the fact that private pension plans provide an extremely valuable supplement
to the public retirement system, and that “Essentially, they have been conceived,
established and administered without Government involvement.” Secretary
Wirtz, who has been Chairman of the President’s Committee on Corporate
Pension Funds and Other Private Retirement and Welfare Programs, said of
the report of his Committee, entitled “Public Policy and Private Pension
Programs”: '

“Essentally, the report represents a strong vote of confidence in the operation
of the private pension system and the way it has functioned. The Committee
specifically rejected any proposal under which the public system should some-
how ‘take over’ the funds or the operation of private pension plans.”

Our American private pension plan system is a flourishing, growing, robust
institution. It has had its major growth only during the last 25 years. As an
institution, it has not fully matured. It has grown through the voluntary
actions of employers, unions and employees. Employers, for humanitarian,
public relations and economic reasons, have enthusiastically supported the year-
by-year progress being made in our private retirement systems, The history of
almost every pension plan shows & consistent trend to liberalization every few
vears and improved vesting and funding. It !s inconceivable that an activity
of such magnitude involving tens of thousands of corporate employers 'and over
25 million employees would not develop some problems that require solving and
some complaints from the dissatisfled. It is easy to focus attention on the
“growing pains” and forget the phenomenal progress. However, the entire
picture is one of steady progress, liberalization, greater funding and vesting,
and equitable solutions to the problems which develop. It scarcely needs to be
pointed out to this Committee that all of this is in the public intevest and that
our entire citizenry is infinitely better off because of this private voluntary
system of retirement income, .

Despite the enormous healthy growth of private pension plans, there is begin-
ning to develop to day a climate of uncertainty. There is a growing fear that
the Federal Government, in one form or another, may start to move into the
private pension field with restrictive legislation. In such a climate, healthy
growth is slowed, decisions are delayed, and those workers not covered—iwho
could benefit from new plans—suffer. This atmosphere of anxiety disserves the
public interest in our private pension plan system. Any unfounded fears about
restrictive legislation being enacted in this area should be relieved. The National
Chamber asks the Senate Finance Committee to help dispel this climate of
uncertainty about a federal “take over” of the voluntary private pension plan
system,

We believe that the objective of extending effective pension plan coverage to
additional employees can best be served by :

1. A government climate, free from hampering restrictions, which encour-
ages the establishment of new plans, especially by smaller employers, and the
improvement of existing plans.

2. Voluntary private pension plan action programs of the National Cham-
ber and other organizations.

3. Freedom for the collective bavgaining process.

4. More effective utilization of authority presently existing under federal
and state laws, decisions and regulations.

The Subcommittee on Employment and Retirement Incomes to the Speclal
Committee on Aging, United States Senate, in its report of June 1965 entitled
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“Rxtending Private I’emion Coverage,” states, “The Federal Government is not
doing all it can do and should do to encourage and stimulate the extension of
private pension coverage.”

The National Chamber recommends to the Senate Finance Committee that it
support the extension of private pension coverage to the maximum number
of employees in both the corporate and non-corporate flelds. We think this
Committee should avold any legislation which would inhibit or restrict the
growth and expansion of the voluntary private pension plan system.

£

%t
¥

AUsTIN TexAaS, August 26, 1966.

CoMMITTEE OX FINANCE, ’

Ncie Senate Office Building, Washington, D.C.

(Attention: Tom Vail),

GENTLEMEN : As an attorney and citizen I amn strongly opposed to the enact-
N ment of the captioned Act. I realize that it is a genuine dizappointment to
! employees who have been led to believe they would get a pension and suddenly
the plan is terminated. I am not opposed to granting appropriate relief, but this
Act does not grant appropriate relief. I offer the following suggestions:

1. Section 404(a) (1) (C) of the Internal Revenue Code should be amended to
read as follows:

“(C) in lieu of the amounts allowable under subparagraphs (A) and (B)
above, an amount equal to the normatl cost of the plan, as determined under regula-
tions prescribed by the Secretary or his delegate, plus, if past service or other
supplementary pension or annuity credits are provided by the plan, an amount
not less than 10 per cent nor more than 331%4 per cent of the cost which would
be required to completely fund or purchase such pension or annuity credits as of
, the date when they are included in the plan. as determined under regulations
b prescribed by the Secretary or his delegate, except that in no case shall a deduc-

tion be allowed for any amount (other than the normal cost) paid in after such
pension or annuity credits are completely fundea or purchased,”.

i Such amendment would tend to encourage the various employvers having
pension plans to fund past service or other supplementary credits much earlier
than is now permittel by the Code. Funding of these supplemenatry benefits
would be completed in 3 or 4 years under many plans. Under all plans such
funding would be completed in 10 years. The chances of loss through unfunded
benefits would therceby be reduced greatly,

2, It is entirely unreasonable to expect any tvpe of insurance program to
guarantee against loss in value of assets of a pension plan. It has been pointed
out that we have Federal insurance of bank deposits. The proposed plan to
reinsure pension plans can not be likened to the F.D.I.C. program, for the
F.D.I.C. does not guarantee the value of the bank’s assets. There are stringent
capital, surplus and reserve requirements which banks must follow and the
capital and surplus are a cushion of protection for the depositor. Pension plans
do not have such a cushion of protection.

State insurance departments have had ti."s same problem for generations. No
scheme of reinsurance of the ability of an insurance company to pay its policy-
holders is practical, A remedy has lLeen afforded, however. State insurance
codes are rather specific as to the types of assets in which reserve funds of
insurance companies may be invested. Since pension funds are, in effect, reserve
funds (as they are to cover specific liabilities), perhaps the Internal Revenue
Code should spell out the classes of assets in which pension funds may be invested.
There i8 no need to extend such regulation to profit-sharing plans, however, as em-
ployees are not depending on benefits from profit-sharing plans to survive in their
later years. This is not a complete answer, however, as the most blue chip
investments will fluctuate greatly in value. For example, United States Treasury
Bonds which only a few years ago were selling at par or above are selling for
considerably less than par today, some as low as 80% of par value,

Perhaps an additional remedy that is needed here is to require pension funds
to accumulate a surplus over anad above the actual reserve Habllity. This eould
be done by an additional amendment to Section 404(a) (1) (C) which would
permit or require an additional contribution by both the employer and the
participants of the pensfon plans each year equivalent to one-tenth of 1% of the
funded Hability up to a maximum accumulation in this surplus fund of not more
than 19 of the funded portion of such penston plan. One per cent is not a very
high cushion, hut it is better than nothing. The Irternal Revenue Code should
further provide that in the event of termination of the plan at any time under
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such circumstances that such surplus funds were not needed to provide the
penslo? obligations, then such surplus funds would be returned to the contributor
thereof.

Such arrangenients should solve the problem which Section 4(a) (2) of S, 1575
{s designed to resolve and in a much niore equitable manner,

3. As pointed out by Mr. Preston C. Bassett in his testimony before the Com-
mittee August 14, the proposed reinsurauce program is not a proper subject of
fnsurance or reinsurance due to the fact that the “risk insured against is not
beyond the control of” one of the insureds. This makes such a program subject
to innumerable inequities and even fraud.

4. In the event such a program as set forth in S. 1575 were adopted, it would
be gross error to provide in such program for benefits greater than would have
been received had the pension plan performed as contemplated. Section 4(b) (1)
of 8. 1575 would provide a windfall of much greater benefit than is provided in
a large portion of the pension plans in this country. If this Act is to become
law, a provision should be included to provide that the beneficiary would re-
ceive not only the lesser of 50% of his average monthly wage or $500 a month,
but should go on to provide that in no case, however, shall such beneficiary
receive any greater benefits than would have been received had the pension
plan been completely funded and sustained no loss in the value of assets.

5. In the event this Act is given further consideration by your Comnittee, it is
respectfully suggested that an exemption be included, probably in Section 4,
for any pension funds which are funded through life insurance or annuities.
I am familiar with practically all insolvencies of insurance companies in the
United States in recent years and I know of no case where $1 of pension funds
was lost by virtue of the insolvency of any life insurance company. Life in-
surance companies are closely regulated by the various states and pension plans
are funded through life insurance which have substantial financial resources
and which have been in business for many years. 'There is absolutely no need
for double insurance or insured pension plans.

I appreciate this opportunity to offer additional remarks and if I may be of
further assistance regarding the problem before your Committee, please let me
know.

Respectfully yours, .
S1LAs J. MAXWELL.

STATEMENT OF THE AMERICAN FEDERATION OF LLABOR AND CONGRESS OF INDUSTRIAL
ORGANIZATIONS, IPRESENTED BY ANDREW J. BIEMILLER, DIRECTOR, DEPARTMENT

OF LEGISLATION

Mr. Chairman and members of the Senate Finance Committee, the AFL-CIO
appreciates the opportunity of submitting its views in regard to Senate Bill 1575
which was introduced by Senator Hartke in this Congress.

The AFL-CIO supports ‘this legislation and a copy of the resolution on “Re-
insurance for Private Pension Plans” which was adopted at our last convention
in 1985 is attached to this statement as part of the record.

Arrangements in the United States to provide income security for retirees re.
flect a typical American approach to the problem—an approach characterized by a
combination of government and private efforts. The government program,
OASDI, provides a basic protection to virtually all of the American people.
Social Securkty has the advantage that coverage is «o broad, it {s now or will be
almost impossible for those now covered not to meet the eligibility conditions
established under the law. For those few who, through force of circumstances,
fail to qualify, we have the back-up Old-Age Assistance Title. Moreover, sncial
securlty credits are portable as between different employers and funding arrange-
ments can be far more flexible than for a private pension plan because the OASDI
system has an assured number of new entrants each year as the graduates from
our public and private schools enter the labor market. The OASDI program is
also supported by the credit of the United States.

The disadvantage, of course, of the public system is that benefit provisions are
statutory and therefore equally applicable to widely varying conditions. Private
pension plans, on the other hand, can tailor their programs to meet diverse needs
of employees and employers in a wide varlety of circumstances.

The spectacutar increase in the coverage provided by private pension plans
since World War II has been primarily the result of collective bargaining—
either directly or indirectly. The AFL-CIO and its affiliates are, and quite
justifiably, proud of their achievements, However, as stated in our 1965 conven-

68-241—66——8
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tion resolution on “Pensions,” these accomplishments “have not blinded us to
the limitations of private pension plans.” One problem is “the loss of pension
o’redits wEleu plants shut down or when there are company mergers or acquisi.
tions . .

Wltnesses who appeared before the Committee have testified about the number
of pension plan terminations and have clted examples of the hardship that has
resulted from some of these terminations. Testimony has also been presented on
the lack of basic data concerning the gross amount of the unfunded Hability of
terminated plans as well as lack of information regarding what happened to the
affected beneficlarles. The AFL-CIO does not wish to burden the record with
repetition of facts. The AFI~CIO will therefore confine its statement to the
following points:

1. The feasibility of providing some form of insurance or re-insarance of
the unfunded liability of terminated plans.

2. The feasibility of providing some form of insurance or re-Insurance for
losses realized on investments where the sale of such investments may be re-
quired to provide benefits.

In regard to (1), above, we belleve such a program is not only feasible, but the
protection could be provided for a very modest premium. - A study on “Private
Pension Plan Terminations” which appeared in the December 1963 {ssue of the
Social Security Bulletin, indicated that: 1) relatively few private pension plans
are terminated, 2) most of the heneficiaries terminated as a result of acquisitions
and iergers have their retirement protection continued.

The study covered 168 pension plans that were judged to have terminated in
the 10-month period September 1831-June 1962, Of these, some membership and
financial data was available from the D-2's filed with the. Office of Labor-Man-
agement and Welfare-Pension Reports of the U.S. Department of Labor on 137
terminated plans. Retirement protection was continued for about 70.000 bene-
ficlaries of 80 of the terminated plans. but 6,700 pension plan members of 51
plans had their retirement protection discontinued.

Data on the amount of assets in the pension trust and on the total membership
of the plan were available for only 29 terminated plans, The assets available
for distribution to the members was as follows :

Assets per member ' Number

of planz

S1 60 8400 e 7
SB00t0 00D .o e e e mm o 9
81,000 to 1,499 e 4
81,500 to 81,990 e ———— e 2
82,000 t0 82,409 e cmemmcemmem e 4
82500 OF MOTe e m e ——————————————— 3

The table, above, would strongly indicate that most of these 29 plans could not
have met their accrued obligations to those who may have been eligible for
retirement or who may have had a vested right to a benefit,

In regard to (2) above, 8. 15756 would also provide protection beneficiaries
where pension trust funds suffered Investment losses. We recognize that the
implementation of Section 4(a)(2) may require some standards of fiduclary
conduct on the part of the trustees of pension plans, but those retiring under
private pension plans have every right to expect fulfillment of their pension
expectations,

We do not belleve a program to insure against such losses would require a
substantial premium because if an employer goes bankrupt it does not necessarily
mean the pension trust must cease as an entity, If market conditions are very
poor so that the immediate liquidation of the trust (normally accompllehed
through the purchase of annuities, deferred annuities and cash payments) would
resnlt in loss, the trust could defer liquidation and continue to pay benefits as
they acerue until market conditions improved. In short, the timing of the sale
of the assets of a trust can, to a substantial extent, be controlled. )
AMERICAN FEDERATION OF LABOR AND CONGRESB OF INDUSTRIAL ORGANIZATIONS

Poricy RESOLUTION ON REINSURANCE FOR PRIVATE PENSION PLANS, ADOPTED,

DECEMBER 1965
REINSURANCE FOR PRIVATE PENSION PLANS

Private pension plans have become a major element in providing an adequate
income to workers during their retirement years.
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Yet because of the many years required for full funding of past service
labilities, too many workers of companies who go out of business may find that
they are denied the pensfon benefits on which they had relied. As more rapid
technological change results in the moving of plants, the disappearance of
employers from the industrial scene and even the decline of some industrles,
more and more workers will lose the retirement security they thought had been
sccumulated through their years of service.

Other workers face interruptlon of, or a cutback in retirement benefits when
penston fund resources are diluted through declines in the value of investments.
A recent disclosure of a sharp drop in the investment equity of a major pension
plan underlines the need to protect workers who would be the victims of fluctua-
tions in the value of pension fund investments.

To prevent such tragedles the IUD and the AFL-CIO have urged a system of
government reinsurance for private pension plans siinllar in prineipal to the
reinsurance of bank deposits through the Federal Deposit Insurance Corporation.
At the cost of a very small premium payable by each pension fund, reinsurance
could fully guarantee the security promised workers; Therefore, be it

Resolved, We renew our demand for the enactment of pensifon reinsurance
legislation. We call upon the appropriate congressional committee to begin
hearings and to report a measure to afford full protection to workers against
the catastrophe of the loss of accumulated pension credlts.

STATEMENT OF NATIONAL ASSOCIATION OF MANUFACTURERS SUBMITTED BY EUGENE
J. HARDY, ASSISTANT VICE PRESIDENT

This statement on the proposed Federal Reinsurance of Private Pension Plans
Act is submitted by the National Association of Manufacturers, a voluntary
association whose members companies—large, medium and small in size—
account for about 75 per cent of the nation’s production of manufactured goods
and about the same percentage of employment in manufacturing.

American industry takes pride in the tremendous progress that has been made
in providing expanding retirement security programs for all classes of em-
ployees. Industry’s initiative in providing such coverage on a voluntary basis
ovtzr the past half century has been one of the marvels of our complex industrial
society.

In his testimony before this Committee on August 15, ILabor Secretary Wirtz
underscored the importance of this coverage when he said: “We recognize full
well the key role which the private pension system is playing in assuring retire-
ment security to milllons of employees. In general, this system has operated
effectively, efficlently and honestly.” Secretary Wirtz was Chairman of the
President’s Committee on Corporate Pension Funds and Other Private Retire-
ment and Welfare Programs which, in Janunary 1965, reported that private
retirement plans at that time covered about 25 milllon workers, or about half
the employees in private non-farm establishments. The report estimated that
by 1980 the number of employees covered will increase to 42 million, or three
out of five employees then expected to be employed in non-farm establishments.

NAM has played and will continue to play its part, as spokesman for Amer-
fcan industry, in assuring the growth of a flexible, healthy private pension plan
system designed to meet the widely ranging needs of employee and employer
alike. We will support those measures which we belleve encourage this growth
and will oppose those which would serve to retard it.

NAM has consistently emphasized in all forums available, publie and private,
its willingness to support measures which would eliminate abuses and strengthen
the private pension system. We continue to reiterate our belief that continued
management, employee and public faith in the utility and soundness of volun-
tary pension plans, is8 essential, The reasons for any relatively minor abuses or
imperfections must be sought and remedied but they must be kept in proper
perspective as belng a minor part of an overwhelmingly useful and thoroughly
dependable institution.

S. 1575 purports to be aimed at curing an alleged imperfection in private pen-
slon plans, but if there is such an imperfection, it i1s not inherent in well-managed
plans—rather, it is the obvious fact that under our free competitive system,
there is no way to insure that all businesses will survive. 8. 1575 would provide
insurance against insufficient funds to pay pension benefits in the case of busi-
ness failure, a portion of the problem that occurs when & business is forced to
cease operations. While the feasibility of either government or private Insur-
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ance against the risk of bankruptcy and business failure continues to be the
subject of the most careful scrutiny—as it should be—all prescent conclusions are
that this {s not an insurable risk, )

Viewed in this context, and for reasons outlined in the remainder of this
statement, NAM belleves that enactment of 8. 1575 {s unnecessary and would be
undesirable, because of the rigidities it would introduce, from the viewpoint of
those it 18 ostensibly designed to protect—all present and future retired persons
who have the major stake in sound and steadily improving private pension plans,

NAM shares the concern of those seeking to avoid the disappointment” anq
serious socfal and economic hardship that can flow from a failure to receive
anticipated pension benefits. We will continue to be in the forefront in expand.
ing and in supporting all reasonable procedures, measures and practices which
can guard against such failure., We cannot, however, subseribe to a remedy
which, while having some surface appeal, cannot help but aggravate anad ulti-
mately frustrate reasonable private pension plan expectations on the part of
many employees. Benefits paydble under a pension plan are part of the cost
of doing business. Any increase in these costs resulting from unwarranted
Federal regulation, including the proposed reinsurance, must ultimately be re-
flected in lesser pensions than would otherwise be avallable. Such increased
costs, plus the complexity of additional regulation, also would inhibit the start
of new plans, thereby depriving many employees of pension coverage.

CURRENT REVIEW OF PRIVATE PENSION PLANS

The sponsor of S. 1575 18 to be commended for his interest and role in encourag-
ing the current review of the feasibility of reinsurance of private pension benetit
expectations and for urging a more general review of all aspects of private
pension plans. Such a general review has been under way for some time under
both private and government auspices.

This review was set in motion largely by the release of the President’s
Committee Report and encompasses all public and private pension. programs,
The President’s Committee has established an Interagency Task Force to study
further all phases of private pension plans, including reinsurance proposals.
This group has been meeting with representatives of business, labor, insurance
and other private groups_ interested in the subject. Representatives of NA.\f
met with the Interagency Task Force on August 17, 1966,

Secretary Wirtz in his August 15 testimony pointed out that “The Department
of Labor, in cooperation with the Internal Revenue Service, has undertaken a
special study of plan terminations aimed at identifying more closely the reasons
for termination and their prevalence.” He had earlHer emphasized “Such a
study is a necessary part of any examination of the desirability of a system of
insurance of participants’ pension rights as suggested by bills currently before
Congress.” p

The Socia) Security Administration is also helping to finance a current study
by the Pension Research Council of the Wharton School of the University of
Pennsylvania on the funding of private pension plans,

The Fiscal Pollcy Subcommnittee of the Joint Economic Committee held publie
hearings on private pension plans in the Spring of this year and we understand
plans full-scale hearings on the subject for early 1967,

S. 1575 is only one of the many focal points being examined carefully in all
of these efforts to improve the private pension system. We urge this Com-
mittee to defer any further consideration of S. 1575 at least until the results of
these many studies are known.

THE BTUDEBAKER PLAN

Before commenting on the details of S. 1575, we belleve it may be useful to
review the factual background of the Studebaker pension plan, since termina-
tion of this plan is consistently cited as the major justification for enactment
of this legislation. .

The Studebaker pension plan was based upon a collectively bargained contract
entered into in 1950, which initially provided pension benefits based on years of
service (maximum 30 years) and retirement at age 65 or later. By subsequent
agreements, these benefits were improved in 1955, 1958 and 1961, Penslons were
hased on years of service which initially, and under each subsequent agreement,
included an employee’s service prior to 1950. Thus, each agreement created
substantial unfunded obligations which were to be funded after 30 years.
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Studebaker’s obligation to fund the pension plan terminated after 14 years,
due to its inability to remain in business., In accordance with the negotiated
termination agreement, life aunuities were purchased from an insurance company
for those already retired and for those age 60 or over. The remaining fulds
were dispersed in cash payments to those employees who met the vesting require-
ments, B ‘ . .

A fact of great importande and which seeins to have been ignored in this case,
as in most other pension plahs which are neiwly installed or improved over the
years, is that the years of service to be counted in computing the employee’s
pension included past service or service prior to the inception or fmprovement of
the plan. Thus, a contingent right {s immediately created for the employee with
past service, and a corresponding contingent liability arises for the employer,

Such contingent liabilities cannot in all cases be satisfied except over a sub-
stantial period of years and under the Studebaker plan this funding process was
to take place over a period of 30 years. Until a pension plan is fully funded, it
is obvious that the employees’ rights cannot be fully protected. It is for this
reason that some younger and shorter-service Studebaker employees will not
receive pension benefits,

It is interesting to note that the Studebaker pension plan, at the time the
company’s contributions were terminated, was approximately 50 per cent funded,
which is much better than might have been expected after only 14 years of opera-
tion and several improvements in benefits, The Studebaker pension plan fully
covered the contingency of termination; a fact which must have been understood
by the unton representatives and which could also have been understood by any
employee who reviewed the terms of the plan. The pension plan did, in effect,
meet all of its contractual obligations.

Where a pension plan is the subject of collective bargaining, it must be under-
stood that the parties make certain cholces in determining the measure of benefits.
For example, the number of years over which the funding of prior service can
be spread by the company clearly affects the lével of benefits that can be pro-
vided to the employees. By the same token, the number of years over which a
liberalization in benefits can be spread affects the extent to which the benefits
can be liberalized.

The actual facts in the Studebaker case do not indlcate that the basic prob-
lem could be sclved by any presently suggested reinsurance program, such as is
provided in S. 1575. The real issue in the Studebaker situation was the need for
understanding that funding original pension plan promises or increased promises
brought about by a liberalization of the plan must be done over a period of time
and further—the need for understanding that if the plan terminates before these
promises have been fully funded that the benefits may not be paid in full. These
are matters of simple arithmetic. : .

8. 1575 would not improve this need for better understanding of private pension
plans; in fact, its enactment would serve to obscure the need for such under-

standing.
ANALOGY WITH FDIC

Proponents of S. 1575 and similar relnsurance proposals point to the FDIC as
an analogous situation. The analogy is incorrect as Professor Merton C. Bern-
stein said in his book, “The Future of Private Pension Plans” :

“Nor does the claimmed analogy with Federal Deposit Insurance stand up be-
cause the deposit is paid in full by the depositor and owed in full by the bank,
whereas the pension benefit due under the plan has not been paid for (not di-
rectly, and not indirectly, in the case of past service credits).”

In other words, FDIC insures actual, clearly ascertainable assets in being, not
contingent past or future promises. .

ACTUARIAL ASSUMPTIONS AND FURTHER FEDERAT. CONTROL

Implicit in 8. 1675 and other reinsurance suggestions is that standard actuarial
assumptions could be developed which would be suitable to determine the ltabil-
ities under any pension plan for the purpose of ascertaining the necessary
premium. Any such actuarial assumptions, in order to work, would have to take
into account a large number of variables such as employee turnover and other
characteristics of the group covered. In addition, other “actuarial assumptions”
would need to be developed relating to the expected degree, number and fre-
quency of business faflures. Of course, to make the “actuarial assumptions” work,
government would need ultimately to attempt to impose the most rigid and re-
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strictive regulations to insure that businesses did not fall and that all investments
were sound. ‘ ‘

Secretary Wirtz in his testimony before this Committee, made it clear that it
the Federal Government were to undertake insurance of private pension funds,
“‘compliance with certain minimum operating standards would appear to be
required.” Without such Federal standards with regard to such things as fund-
ing and investment practices, he emphasized that “a reinsurance program would
have the effect of subsidizing imprudent procedures and inadequate funding”
The NAM agrees that this is exactly what would occur. The imposition of
Federal standards to guard against such occurrence would seriously inhibit the
flexibility which has served so well the needs of all concerned.

LOSS ON INVESTMENTS

With regard to investments, S, 1575 would insure against loss on sales from the
holdings of pension funds. While again this proposal has superficial appeal, a
more thorough study indicates that it could lead to the very kind of shaky and
impudent investment which should be discouraged. Since those responsible for
investments in pension funds would be protected against loss from unwise in-
vestments, they would be able to show a profit from the “killings” from the few
that might be successful. The cost of this would have to be paid for by the
provident. In other words, knowing that his fallure would be made up by
“reinsurance”, the improvident plan administrator would be tempted to embark
on the riskiest ventures.

UNIFORM PREMIUM RATE

With a uniform premium rate, under S. 1675, for all pension funds for the
“investment loss” risk, the primary burden would be placed on the well-admin-
istered funds. There would be no effective deterrent to excessive risk taking.
Secretary Wirtz pointed out “There I8 little information available indicating
how the risk of loss varies (regarding loss in investments and business failures)
for these perils among types of employers and types of plants.” These comments
underscore precisely the shortcomings of a uniform premium rate and reinsurance
proposals in general. The inequities are obvious.

TAX CONSEQUENCES

Finally, we must emphasize the serlous tax consequences to be encounterea if
S. 1575 1s enacted. The legislation would restrict the reinsurance of pension
benefits to pension funds “qualified” under the appropriate provisions of the In-
ternal Revenue Code and would require funds to carry such insurance in order
to maintain their qualified status., To impose such a requirement on the well-
funded, soundly-financed pension plans would be inequitable in the extreme. Re-
moval of the tax qualification of such plans, whose administrators might deem
Federal insurance undesirable for adequate reasons, would be patently unfair
and would penalize those whom S. 1575 purports to protect.

In commenting on the termination of insurance protection provided by 8. 15675,
Secretary Wirtz emphasized that the “consequences of any such termination . . .
would, of course, fall most heavily on the beneflciaries.” We submit that the
consequences of loss of tax qualification would, in the long run, have the most
serious effect on the same “beneficiaries’.

During the public hearings on 8. 1875, there was substantial discussion of the
existing tax treatment of private penison plans. In the current dialogue. there
is obviously much misunderstanding as to what this treatment actually involves;
how it came into being; and its relation to the tax treatment of other types
of income and compensation. In the hope that it will help to complete the
record on this important subiect, we are inciuding, as part of this statement
on 8, 1575, a report of the NAM Taxation Committee entitled “Tax Treatment
of Private Pension Plans”, nnd ask that it be made part of the hearing record.

CONCLUSION

NAM will continue to support the development and fmprovement of private
pension plans to provide adequate benefits for retived workers, as well as to
encourage the establishment and expansion of new plans, 8. 1575 would aet as
a deterrent to these objectives and we urge its rejection.

8. 1576 wonld lead. to additlonal Federal regulation covering all major areas
of privafe pension plan administration, going well berond Federal insurance,



FEDERAL REINSURANCE OF PRIVATE PENSION PLANS 115

thereby, impairing the ficxibility of the present systein, which has been the
primary factor enabling the system to meet the needs of widely varying
employee groups and their employers.

Tax TREATMENT OF PRIVATE PEN8SION PrLANs—A REPORT OF THE NAM TAXATION
COMMITTEE PREPABED BY ITS SUBCOMMITTEE ON GENERAL TAX REVISION

On February 8 and again on August 17, 1965, the NAM Subcommittee on
General Tax Revislon considered the report on “Public Policy and Private
Pension Programs’” submitted to the President early this year by a committee
headed by the Honorable Willard W, Wirtz, Secretary of Labor.* Because
the Penison Report deals with matters beyond the scope of tax policy, as well
as matters of mutual interest in the tax aspects of the report, representatives
of the Association’s Employee Benefits Committee participated in both meetings.
The Employee Benefits group has prepared a more comprehensive report dealing
with all facets of the public interest in the private pension system. This report
is limited to an evaluation of the Pension Report in light of the Association’s
existing tax policy in the areas as follows:

“Tax law in respect to employee benefit plans should permit the exercise of
managerial discretion in determining.types, coverage, conditions of eligibility,
contributions, and investments, with such safeguards as may be needed to prevent
improper discrimination in favor of any special group of employees.”

The Pension Report contains conclusions and@ recommendations for major
contraction in the voluntary nature of the private pension system contrary to
the objective of our policy. These conclusions and recommendations are lnvgely
hinged on the assumption that the tax treatment of private pension plans con-
stitutes a tax subsidy involving a substantial loss of revenue. The implication
throughout is that the alleged subsidy justifies greater government involvement
and policy determination over the form, scope and other features of the private
plans., Other reasons for greater involvement are stated, but the dominant
thought seems to be the inter-relation between tax subsidy and control. Regarad-
less of all other aspects of public policy involved, it has seemed to the Subcom-
mittee that its special responsibility is to take a fresh look at the philosophic
implications of the tax treatment of private pensions.

Re-examination of the history and nature of the tax treatmment of private
pensions does not give support to the subsidy concept. Instead, the reasonable
conclusion is that the tax law provisions are reasonable and practical in light
of the nature of the transactions involved in private pensions, and do not in
themselves confer special advantage. Those provisions have tended to impose
limitations and restrictions on the developmen{ of private pension plans. a far
different matter than providing a subsidy to encourage thelr development,.

Actually, this tendency towards limitation is indicated in the Pension Re-
port's discussion of legislative history, as summarized on pages 12-13.

“Payments to retirement funds for current costs 1cere allowed as deductible
expenses for tax purposes before specific legislation was enacted, provided the
amounts represented reasonable compensation. However, in the 1920’s statutory
action made contributions to such funds for past service costs tax deductible
if they were in reasonable amounts and tax exemption was also granted on in-
come of qualified pension trusts.

“Limits on this taw treatment were enacted as problems appeared. Thus, the
Revenue Act of 1928 stipulated that contributions for funding past service
liabilities had to be apportioned over a period of not less than 10 years. Simi-
larly, to prevent tax abuse, the Revenue Act of 1938 established the so-called
non-diversion rule which provided that a pension trust had to be irrevocable
and the funds had to be used for the benefit of the employees.

“With the impetus to pension plans resulting from the increases in tax rates
during the World War II period, the Revenue Act of 1942 set forth more stringent
conditions for plans recelving speclal tax status. The immediate purpose of
these conditions was to assure that plans operate for the benefit of a wider group
of employees and to prevent pension plans from becoming a wartime tax avoid-

*“Pnblle Poliey and Private Penston Programs: A Report to the President on Private
Employee Retirement Plans” by President's Committee on Corporate Penslon Funds and
Other Private Retirement and Welfare Programs, January 1065. Herelnafter thix report
{s referred to as the Penslon Report.
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ance device. This Act required that pension funds be irrevocably committed to
the retirement benefits, that the system not discriminate in favor of highly
compensated employees, and that the annual tax deduction for contributions not
exceed stated 1limits. These requirements with subsequent amendments, re-
enacted in 1954, today constitute the basic provisions which govern the qualifica.
tion of pension plans.,” {Italle supplied.]

We must expect the government from time to time to re-examine all pro-
visions of tax law to consider such abuses or problems as may be alleged or
simply to determine whether there are abuses or problems. But the Pension
Report does not either point to such factors, or allege their probable existence,
Instead, as a whole it attests to the successful operation of the private pension
system under tax law and regulation as they exist. With the subsidy allegation
being bhasic to the case made for greater government intervention, an over-all
description of the Pension Report is that it embodles a new set of value
Judgments of what the private pension system should be. Inevitably, many of the
idens expressed will be examined in other forums, but it seems to us that greater
objectivity in viewing such ideas will be achieved if there is an absence of bins
regarding the tax treatment of private pensions.

In its assumption of a tax subsidy. sometimes described as a tax incentive.
o tax advantage or favored tax treatment or status, there is some implication
in the Pension Report that the deductlon by the employer of contributions to
the retirement fund may be a tax incentive. It is true that the power to allow
oir disallow such a deduction gives the government {ts primary control over pen-
sion plans. \ : ‘

However, the employer contribution 18 an irrevocable payment solely for the
benefit of emmployees. In determining the employer's net income subject to tax,
it is immaterial to him whether the amount is paid as a pension contribution
or as wages, It is an ordinary and necessary business expense, clearly deduc-
tible under the income tax law before any special pension rules were enacted,
Such deduction clearly is no more a tax incentive than is a tax deduction allowed
for a wage payment.

The unqualified claim of subsidy in the Pension Report arises from two facts,
first, that the employee does not pay tax until he retires and receives his
pension and, second. that the taxation of income earned by pensiun trusts
similarly is deferred until the income is disbursed as pensions.

The attribution of subsidy to these situations apparently derives from a
comparison with the tax treatment of other types of income., In regard to
wages, for example, it is true that the employers payments are deductible and
the employee's income taxable at the same time. But the fact that this is
true with respect to wage or other income does not establish that it should
be true with respect to pension income.

In the case of wage compensation. the employee receives immediate spend-
able income in cash. But the employee has no right to income at the time
the emplover makes a pension contribution. Even with immediate vesting, the
employee generally eannot withdraw the vested portlon until retirement. Thus,
no current tax paying capacity is created; the employee only has a right to
future benefits if and when he becomes eligible to receive them. Under many
plans, no employer financed benefit accrues to his estate if an employee dies
before retirement,

The situation is the same with respect to income from a pension trust. The
employee does not immediately receive inconme, and even if his rights are vested,
be has no claim to income until he is actually retired. Even if it were feasible
to make allocations of trust income to all the members of every pension plan,
would a member be expected to pay a current rate of tax on income which
might be taxed to him at a much lower rate. if at all, after he retired? To
our knowledge, no one has suggested that there is an equitable means by which
inconie in a pension trust could be taxed as accumulated.

Instead of speclial privilege, we thnus have a situation in which pension in-
come i taxed In accordance with the nature of the transactions involved.
These transactions are different from the current receipt of wage payments
and other types of income. A tax law which did not take cognizance of the
differences would he unrealistic and inequitable,

The recognition in tax law of an established practice, condition, contractual
arrangement, or what have you, is far different from use of the tax law to in-
duce or suppress a particular activity. Such recognition merely permits the
taxpayer to continue to do that which he had been doing, or that which he
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would do except for inhibiting taxation. It is not accurates to describe such
perimissiveness as constituting an incentive or involving a subsidy.

The fact that the tax treatment of private pensions is consistent with the
pature of the pension arrangement is confirmed by tax policy elsewhere, The
government’s own civil service pension system does not tax employees currently
on the employer’s contributions., This is also true with respect to the various
state retirement systems. Trust fund income likewise is not taxed under these
plans until disbursed as pension income,

The social security and railroad retirement systems go further than these
plans, and exempt from tax not only employer’s contributions and trust fund
income, but all retirement payments as well. However, some measuré of equality
with the social security and railroad beneflciaries is achieved for pensioners
under the other plans by use of the retirement income credit.

Another area of similarity in tax treatment is the deferral of tax on interest
sccumulated on government savings bonds.

Taken together, all of these situations add up to a consistent rule of taxation,
instead of a departure justifying an allegation of special privilege. The rule
is that the natural time to apply a tax is when income is received. just as.the
time to deduct an expense is when the expense is inenrred. 7The forebearance
of taer until incoma i8 received {8 a matter of tax timing and not of tax cremption,
1t simply is not realistic to consider that any kind of a subsidy results because
a tax is not incurred until income is received. L

A full evaluation of all the conclusions and recommendations in the Pension
Report is more within the competence of the Employee Benefits Cominittee than
our group, and will not be attempted in these pages. However, when the assump-
tion of a tax subslidy Is eliminated and the maintenance of the voluntary natare
of private pensions is considered an important objective of public policy, a prima
facie case s made against many of the judgments reflected in the Pension Report.
While leaving the door open to greater in-depth discussion by the Employee
Benefits group, we will briefly analyze some of the specific proposals of the
Report in light of these considerations.

INTEGRATION WITH SOCIAL BECURITY

The Pension Report would change the rule for integration of private pensions
with social security benefits, The present rule measures the potential of dis-
crimination from the value of social security beneflts over and above the value
financed by the employee contribution. In practical effect, this means that a
plan is not discriminatory if a higher-paid employee receives no more in pension
value, as a percentage of working income, than a lower-paid employvee—eliminat-
ing in both cases the value of the pension attributable to his own contributions
to the private and social security funds. Because employee contributions are
now estimated to account for only 22 percent® of the value of soclal security
benefits, a private plan is considered non-discriminatory when employer-financed
benefits under the plan do not produce a higher pension-to-compensation rela-
tionship than 76 percent of social security benefits. The Pension Report would
disregard the actual value of social security benefits financed by individual
employee contributions, and place the test for non-discrimination on the fact
of equal social security tax rates on employees and employers. .

It may be that the 22-78 percent relationship is somewhnt out of date. Cer-
tainly it should be changed when and if official estimates indicate that it is out
of line with experience. To switch over to a §0-50 basis, however, would in
effect be to disregard that fact that the average employee under social security
does not and will not in the foreseeable future pay for anything like one-half of
the cost of his benefits rights, The present integration rule provides an outside
limit on allowable freedom for managerial discretion in the development of
private plans.

Where this limit permits, an employer is able to provide somewhat higher
benefits for higher-paid employees under the present rule than he would be
under a 50-50 rule. But, as long as the integration with social security is prac-
tical and realistic in the light of the nature of that system, there should be
no claim of disecrimination. It does seem reasonable to believe that the proposal
to go over to & 50-50 rule would not ha've been made except for the assumption
that private plans are tax subsidized.

2 In reverse, this means that 78 percent of the value of an individual’s benefits under
soclal security derives from contributions by younger employees and employer contribu-
tions based on total taxable compensation of all employees.
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UPPER LIMIT FOR PENSBION BENEFITS

The Pension Report recomniends a dollar limitation on contributions to quali.
flcd pension plang in order to Hmit resulting benefit payments,

This particular recommendation is specifically related to the alleged “‘favored
tax treatment”. Except for the allegation of tax subsidy, however, and as long
us the pension plan otherwise meets the non-discriminatory tests provided by law
and regulation. there could be no more reason to propose to restrict the size of
contributions and benefits than there is reason to restrict the size of salaries
on which they are based. Such a restriction would constitute a severe restric.
tion on the voluntary nature of private plans. It may be hoped that arbitrary
limitations of this kind will not be advanced in future discussions of public
policy with respect to private pension plans.

COVERAGE OF PLANS

The Pension Report recommends that “the option which qualified retirement
plans now have to cover only salaried or clerlcal employees should be eliminateq,
unless there is a showing of speclal circumstances,” but limits its affirmative ex-.

planation to the words:

“The Commlittee, however, finds no justification for expanding special tax treat-
ment of plans to employers who offer retirv'uent benefit coverage to- onh a
favored group of employees.”

Hovwever, the Report then “recognizes that there are many situations where
it would be wholly impractical but not impossible to avold differential treatment
among groups of employees.”

Present rules prohibit discrimination in favor of stockholders, eweoutiveq or
hizher paid employees. Except for the sentence assoclating “speclal tax treat-
ment" with “a favored group of employees,” there is no claim that this rule
does not provide adequate protection against favoritism. There Is no suggestion
of evidence of any trend of discrimination against any class of employees in the
development of the private pension system.

The Employee Benefits Committee will deal with the positive advantages of
maintaining flexibility with respect to coverage of pension plans, subject to the
present rule against discrimination. For the purposes of our report, it seems
all too clear that the only basis for the recommendation is the assumption that
the alleged “special tax treatment” would justify substituting government judg-
ment for private judgment in determining whether “special circumstances”
Justified the limited coverage of each affected plan.

LUMP-SUM DISTRIBUTION OF RETIREMENT PLAN BENEFITS

The Pension Report would change the rule with respect to lump-sum Adis-
tributions under a qualified pension plan. At present, a qualified plan can pro-
vide for retirement benefits in a lump-sum payment which would be taxed ax
long-term capital gains rather than as ordinary income, The Pension Report
would substitute income averaging for the capital gains treatment; that is, the
income would in effect be spread over 8 serles of years and taxed at applicable
income tax rates in those years. However, the justification for special treat-
ment is itself spelled out in the Report :

“, . . the Committee recognizes that a lump-sum distribution may sometimes
be advisable. Moreover, the Committee recognizes that the taxation of a lnmp-
sum distribution at regular rates can impose a considerably greater tax burden
than g,he taxation of the same amount of benefits received over a number of
yvears,

There is a little more to add. The Pension Report recognizes these types of
distributions need special tax treatment, and this treatment is already outlined
by the Internal Revenue Code for all forms of capital gains. Alteration of the
capital gains tax was not the subject under investigation by the President’s
Committee.

VESTING

The Pension Report recommends that the tax law be amended to require that
a private pension plan, “in order to qualify for favaored tax treatment.,” must
provide some reasonable measure of vesting for the protection of affected em-
ployees,
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Vesting means that participants in a pension plan whose employment is ter-
minated before reaching retivement age retain rights to accrued pension benefits
when that age is reached,

As the Pension Report recognizes, the practice of vesting has rapidly expanded
in recent years, and Is now provided In two out of three private pension plans.
The Report also recognizes that an arbitrary requirement for vesting would im-
pinge on the voluntary character of the private pension system.

The cost of vesting must be met by higher employer contributions, or lower
benefits. Where a new plan is under consideration, a requircnient for vesting
might be the factor which tipped the scales against going ahead.

It seems to us unlikely that vesting would have been recommended except for
the implication that such a requirement is justified because of the alleged favored
tax treatment.

FUNDING

The present tax law provides limited standards for funding. Without produc-
tion of evidence of the abxence of sound funding practices, the Pension Report
concludes the present provisions are not adequnte. It therefore recommends cer-
tain “minimum” funding standards.

The irrelevance of the claim of favored tax treatment for private pension plans
is best Hlustrated in the funding area. In the absence of any funding, & pension
plan would be on a pay-as-yvou-go basis. Under basic tax law, the employer's con-
tribution wonld be deductible, and the employee’s pension income taxable in the
same year-—just as in the case of wage compensation. However, we believe the
proposal in the Penslon Report should be considered on its merits, and In its rela-
tion to its impingement on the flexibility and voluntary nature of private pension
p]nnisx, and not disregarded because it could not be founded on a notion of tux
subsidy.

[t does not seem to us that the Pension Report makes a convinelng ease for more
stringent requirements on funding, but this Is an area in which a more conclusive
viewpoint will be found in the report of Employee Benefits Committee,

SUMMARY AND CONCLUSIONS

In this report, we have attempted to evaluate the nature of the tax treatment of
private pension plans, and draw on that evaluation to appraise some of ‘the spe-
cific proposals in the Pension Report. We have not attempted to appraise all
public policy aspects of these proposals, nor to examine all of the proposals in
the Pension Report involving tax treatment. As a whole, our purpose has been
limited to proving the inappropriateness of resting public poltey concerning pri-
vate pension plans on the assumption that the tax treatment afforded involves
a subsidy putting the government in the position of he who pays the piper.

With due respect to able and sympathetic discussion of various facets of the
private pension system fn the Pension Report, we most strongly feel that any
furJdier studies or policy deliberations in the area should be conducted without re-
course to the tax subsidy argument.

- Approved by the NAM Taxation Committee, September 9, 1965.

AMERICAN FouxpERS LIFE INSURANCE Co.,
Austin, Tex., August 26, 1966.
Hon. RusseLL B, Long,
U.8. Senate,
Washington, D.O.

SIr: Senate Bill (8. 1575) is one which provides increasing benefits which I
don’t believe is to the advantage of employees, or employers to provide. I am
against insurance Leing financed from pension funds to provide benefits lost by
(1) “cessation of one or more operations carried on by an Employer,” (2) “losses
walized”ou the sale of investments of a fund if a sale is necessary to permit
benefits,

Section 4(B) (1) states that “beneficiaries shall receive a monthly retirement
or disability benefit, the lesser 50% of his average monthly wage for five years
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or $500.00.”—this is if a company goes broke. This means that every employee
is American would start trying to work for as many companies as possible
and trying to break every company for which they worked in order to accumulate
benefits under the government insurance program.

I have followed your career closely over the years, and I feel that you want
tgido B‘.‘l'll;nt is best for the individual. Senator, I strongly urge you to vote against
this .

Yery truly yours,
MEerLviN D. Jongs, C.L.U,,
Ezccutive Vice President.

GRrAND Rarins, MrcH., August 30, 19G6.

DEAR CHAIRMAN Loxa: As a senior citizen 70 years of age I would very much
like to see a bill like S. 1575 passed to protect my pension from Gallmeyer &
Livingston Co. )

Not too many years back a firm known as Hayes-Ionia Co., went out of
existence in our city endangering the pensions of their employes, some were lost !

I certainly believe a pension earned by a working man should have the same
protection given a Federal Reserve Bank!

So I'm asking you to do what you can to further passage of this bill anad so
protect the working man’s pension,

Your truly,
JoserH A, BRUSKY.

‘Forp Moror Co.,
\L\\AGII\G DIRECTOR, WASHINGTON OFFIOE,
Washington, D.C., August 31,1966,
Hon. RusseLL B. Loxg,
Chairman, Committee on Finance,
U.S. Senate, Washington, D.C.

DEAR MR. CHAIRMAN : This statement is being submitted for the record of the
Senate Finance Committee in connection with its recent hearing on Bill S. 1575,
calling for a Federal program to insure beneficiarles of covered pension funds
agalnst loss of benefits resulting from termination of a business operation of an
employer or 7vom a decline in the value of the investment in the fund.

Our Compnny recognizes the need for a sound private pension plan system.
We believe that significant progress is being made toward reaching this goal,
both through employer actions and as a result of labor-management negotiations,

We guestion the advisability of further Federal involvement in the private
pension plan area, as is contemplated in the proposed legislation, without care-
ful study of the implications of such action. The proposed reinsurance program
raises some serfous questions, among them: (1) Can insurance principles be made
to apply to such unpredictable risks as a business failure or a decline in the
asset value of a pension fund? (2) Would a reinsurance program encourage
risky investment and minimum funding since any deflciencies upon plan termina-
tion would be covered by insurance? (3) Should well-managed, stable companies
and plans in effect be charged with deficiencies created by inept operators who
have overreached themselves? (4) most important, would such a reinsurance pro-
gram discourage the improvement in existing pension plans or the establishment
of new pension plans?

During the hearing frequent reference was made to the need for introducing
Federal standards in the pension field, nmost prominently in the areas of vesting,
funding, investments and actuarial costs methods. In our judgment, extreme
care should be exercised before introducing new requirements in these areas.
As was clear at the hearing, there are simply not enough facts at hand to reach
a sound judgment on reinsurance and these other matters at the present time.
The potential for damage is great, and the need for thorough study and considera-
tion before changes are made in ground rules seems evident.

Sincerely,
R. W, MARKLEY, Jr.
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UNITED AIR LINES,
. Washington, D.C., August 31, 1866.
Re: 8. 1575 ,
Hon, RusseLn B, LoNg, .
Chairman, Senate Committee on Finance, .
Ncie Senate Office Building, Washington, D.C.

DFAR SENATOR LoNG: Any proposal for insurance of beneflts from private pen-
sion plans raises so many questions regarding establishment of standards for
participating employers, procedures for enforcement of standards, proper meas-
urements of risk and equitable assessment of premiums that legislative action on
S. 1578 should not be undertaken until answers have been found for problems
fuherent in such a program. '

Sincerely, . Cu B
RTIS BARKES,

Executive Vice Presc‘dent. Finance and Property.

INTERNATIONAL CHEMICAL WORKERS UNION,
Akron, Ohio, September 2, 1966.
Honorable RusseLr B. LoNg, :
Senate Office Building, Washington, D.C. )

DEAR SENATOR LONG: As President of the International Chemical Workers
Union, which represents more than 90,000 workers in the chemical and allied
products industries in the United States, I respectfully urge you as a member of
the Senate Finance Committee to support Senate Bill 1575 or similar legislation,
As you know, this bill would require the participation of private pension plans in
a federal re-insurance program to cover loss of employee retirement benefits
under two contingencles: cessation of one or more operations carried on by the
employer, or losses realized on the sale of investments of a fund if the sale is
necessary to provide benefits. Such a measure is of special importance to all
of our members who must depend upon the financial soundness of their negoti-
ated private pension plans to guarantee an adequate level of income upon
retirement,

As an international union, we are very concerned about the alarming number
of business failures and plant shutdowns which result in the termination of a
significant number of pension plans involving funds with unfunded liabilities,
In such situations, not only do the pension plan participants lose thelr assurance
of retirement income, but our society loses as well. The loss of such expected
benefits creates new economic needs on the part of the worker, which must be
responded to by the public sector of the economy. KIurthermore, tii: loss of
such benefits may in many cases be correlated with disfunctional changes in the
mental health of the affected worker, thereby creating the necessity of additional
expensive responses by the public sector.

Collective bargaining demands for an adequate pension plan are symbolic of
workers’ desires to provide in advance for their income needs during retirement.
By deferring a significant portion of their potential current income, they hope
to achieve an adequate retirement income. In the language of collective bar-
gaining, the workers are “charged” an amount in cents per hour which the ac-
tuarles assume as the cost of providing pension benefits. Were there no peusion
plan, the worker’s hourly wage could be expected to be that much higher during
his working years.

e believe that such personal responsibility should be encouraged; therefore,
one of the major goals of this International Union has been the attainment of
adequate private pension plan coverage for all of our members. We have, in turn,
concluded that the most economical manner in which adequate retirement income
can be provided for most large groups of employees is tbrough the mechanism
of a funded pension plan, administered by a non-profit board of trustees. How-
ever, such an approach almost invariably entails the acceptance, at least for a
time, of an unfunded liability for past service cost.

In a perfectly stable economy, the existence of such an unfunded liability in
any particular plan would not be cause for great concern. But such stability
is not the case. In fact, the forces of change in our economy constantly chal-
lenge the stability of all business enterprises. This dynamic nature of our econ-
omy has benefited all who live in our society Ly being the impetus for the crea-
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tion of the highest standard of living In the world, However, at the same time
it can have very significant disadvantageous effects on the employees of ny.
merous enterprises which cannot meet the functional requisites of existence I
such an economy. In this case, we find the highly inequitable condition of g
minority being adveresly affected by a situation which produces substantiat
bepefits for the many. I'hus during the period when unfunded labilities exist,
solue provision must be made to protect workers’ interests,

You have before you the opportunity to deal at least partially with this
situation with respect to the loss of pension benefits. In a very real sense you
have the opportunity to strengthen our economy. And you have the opportunity
to encourage the assumption of personal responsibility for the provision of re.
tirement income needs. g :

Furthermore, the re-insurance mechanism called for by Senate Bill 1575 would
actually be pald for by the beneficiaries of this legislation, in that the cost of
such protection will be borne by participating plans. Thus we are simply asking
for a self-insured program of protection, which because of the necessity of the
pooling of the experience of many plans, can only be administered at a national
level. We feel that the economic, social and psychological benefits of such pro-
tection will be well worth the cost which vre as plan participants must bear out of
our deferred wages. '

Sincerely yours, T ‘
WALTER L. MI1TCcRELL, President,

o



