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THE OVERWHELMING ma]onty of the 30 
nnlhon workers m prwate retxement plans are 
covered under pension plans, as dlstmguhed 
from deferred profit-sharmg plans The latter- 
are plans m which the company’s payments Into 
the retwement fund are partly or wholly depend- 
ent on annual profits, and thus nather contnbu- 
tlons nor benefits can be knonn in advance Mayor 
pubhc n&rest 1s centered on penslon plans, de- 
slgned generally to provide to quahfied workers 
determmable cash benefits for hfe that are fi- 
nanced through regular contrlbutlons by em- 
ployers and m some cases by employees 

About half the 30 mllhon workers m pwate 
retwement plans are covered under collectively 
bargamed plans that have been negotmted between 
management and umons The substantml number 
of workers bclongmg to negotmt,ed plans reflects 
to a large extent the membership of multlem- 
ployer plans, whmh cover almost half the Markers 
under collectwely bargamed plans Multlemployer 
plans are pnrt1cularly mlportant m construction, 
mmmg, apparel, motor and water transportation, 
wholesale and retall trade, and servwe mdustnes, 
whxh are characterized by seasonal or irregular 
employment, smrtll estabhshments, and frequent 
lob changes Under these plans, all employers 
contribute Into a pooled central penslon fund from 
which thew employees, who may have shlfted 
from one employer to another m the Industry, 
draw pensions Such plans covered fewer than I 
mdhon workers before 1950 In the late fiftms 
they were extended m many mdustnes, and by 
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1960 they covered more than 3 nulhon persons 
About 8 mdhon workers are now ln these plans 

Although eommero~al msurance carrlen under- 
write the malonty of pension plans, insured plans 
cover less 1 than one-third of the employees m 
pension plans and deferred profit-sharmg plans 
(table 1) More than two-thwds of the employees 
are under nonmsured plans, among whxh we 
classified nearly all the multwnployer plans, 
umon-financed plans (with no employer partlcl- 
pst1on) ) unfunded or “pay-as-you-go” plans, 
plans of most nonprofit organratlons, and de- 
ferred profit-sharmg plans 

Insured pensxon plans can take many forms 
Annultles may be purchased through a angle 
master contract, whxh is usually Issued to sn 
employer for the benefit of hm employees The 
unit type of group annuity provides for the pur- 
chase each year of a pald-up deferred annuity 
for each member of t,he group, the total amount 
received by the member at retwement 1s equal 
to the sum of deferred annultw The most popu- 
lar type of group annmty currently used, hoa- 
ever, IS the deposit-admmlstratmn plan, m which 
contnbuhons are accumulated m a pooled account, 
out of which money 1s wIthdrawn to buy an 
annwty mhen the employee retwes Group-annmty 
pewon plans account for about ‘75 percent of the 
persons covered under nxured pewon plans’. 

Most of the remammng employees under msured 
plnns are covered by mdwldual-pohcy trusts This 
type of plan-often used by small firmsgener- 
ally mvolves the purchase of a whole hfe, endoa- 
merit, or retnwnent-Income pohcy for each person 
under the plan 

Under a trusteed pension plan, amounts are 
pad into a trust-usually manrtged by a bank 
ai- trust company, which holds and mvests the 
funds and pays benefits m accordance wth the 
terms of the trust and the plan provxaons Most 
plans have some sort of advance fundmg arrange- 
ment under which reserves are accumulated to 
meet future hablhtles Plans without advance 
funding that meet all benefit payments out of 



current revenues are often called pay-as-you-g” 
plans 

TRENDS 

The grand totals of coverage, contrlbutlons, 
beneficlurles, benefit paymen@ and rcsc~~cs under 
prwate retirement plans have moved upward 
without mterruptlon dung the 25-year period 
revlemed m table 1 As the follo\*mg t,abulat,“n 
shows, howwcr, year-to-yaw percentage changes 

1n these aggregntes for the most part shon n more 
robust pat,tern of gronth m the 1950’s than m the 
1960’s and the 1970’s 

Nevertheless, the gro\+th pattern has been un- 

. 

presswz Smce 1950, when pension plans first 
became a mayor ISSW m collectwe bargemmng, 
coverage has trlpled (chart 1) and the annual 
gram th has exceeded the growth m the labor force 
By the end of 1974, ,,oorkers covered by prwate 
pension end deferred profit-sharmg plans equaled 
about 44 percent of the prwat,e employed wage 
and salnry labor force, reflcctmg an average an- 
nual mcrease of one percentage pomt from the 22 
percent recorded m 1950 This growth i-ate has 
leveled off 111 the past 15 years smce a high pro- 
portlon of the most accessible groups has already 
been covered 

The flo\\ of persons mto benelianry status has 
also been substant,nl Reflcctmg the general 
mnturmg of the pwate pension movement and 
hberahzed ehglblhty pr”v~s,“ns of many plans, 
the numlx!r of persons rece,v,ng prwate retire- 

merit benefits at the end of 1974-64 m~lhon- 
nns 14 tmvcs greater than the 450,000 m 1950 
Dung th,s period, the beneficmry-worker rat,” 
rose from less tllnl, 1 out of 20 to 1 out of 5 

Fnrtly becnuse of mflat,onary factors, benefit 
outlays and contrlbutlons have shown much 
higher rates of growth than data mvolvmg mdl- 



CHABT 1 --Covered workers and beneflelades under prl- 
vate pension ,,nd deferred proflt-sharing plana, at end 
or year, I%a-~4 
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vlduals (chart 2) Benefit outlays of $12 9 bllhon 
m 1974 wsrs about 35 tunes larger than those 
of 1950 Smce 1970, benefit outlays have mcreased 
an average of 15 percent & year, twux the growth 
rate m the number of beneficnnes The annual 
benefit outlays per beneficmry thus went from 
$1,650 m 1970 to $2,074 m 1974’ When these 
figures are adjusted for price changes, however, 
the mcrease IS more than wiped out 

As chart 2 shows, contrlbutmns have more or 
less matched the outlay m benefit payments, 

‘These ~vera3ea are not preef~e and overrepresent the 
average &mo”nt of monthly or annual pension peld 
because they are derived from data for beneRts In table 1 
that Include and beneflclary data that exclude lump-sum 
pwment8 under noninsured plans These payments eon- 
sist ehlefw of (1) refunds of employee contributions to 
Indivlduala who withdraw from plans before retirement 
and before accumulating vested deferred rights, (2, 
payments of the unpaid a,,o”nt oi contributions to 8ur. 
vivors of pensfoners who die before they reeefve in 
retirement benefits an amount equal to their eontrlbu- tions, and (3) lum~sum payments made under deferred 
pro56sharing plans 
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showmg extraordmary growth durmg the 1970’s 
Combmed employer-employee contnbutmns per 
covered worker rose from $537 m 1970 to $848 
m 1974 The employer share has been movmg 
stead+ upward-from 84 percent m 1950 to 88 
percent III 1965 and to 92 percent m 1974. 

Assets accumulated for current and future 
benefit oomnntments were 16 tunes greater m 
1974 than m 1950 The average reserve per cov- 
ered worker contmues to rise, though not qmte 
as spectacularly as cimtnbutmns In 1974, this 
average w&s $6,498, compared vnth $5,263 m 1970 

CHARACTERISTICS OF RETIREMENT PLANS 

The ma,or event relatmg to prwte retirement 
plans m 1974 was the enact,ment of the Employee 
Retxement Income Security Act (ERISA) on 
September 2, 1974’ This reform leglslatmn re- 
qulrss prwate pensmn plans to conform to mull- 
mum Federal vestmg, fundmg, and partnpatmn 
standards designed to provide greater assurance 
that a worker ~11 recews the benefits due hnn 
Through the creatmn of an employer-financed, 
Government-operated msurance system, a worker 
1s guaranteed payment of c&am vested benefits 
even though they are not fully funded when a 
plan 1s termmated Most of the new standards 
went mto effect on January 1, 1976 

This leglslatmn ushers m a new era m the 
development of prwate rebrement plans, as prac- 
txally every plan ~111 have to be rensed to 
meet the standards It IS therefore timely to 
ex~mme the st,atus and characterlstxs of prwate 
retnsment plans before ERISA became fully 
sffectnw and thus provide a benchmark for future 
analysis of changes brought about by the legls- 
lahon 

Several studies pernut thn overlook One IS a 
recently released study by the Bankers Trust 
Company on pensmn practices m employer- 
admmlstered plans amended or newly adopted m 
the permd 1970-74 ’ Some mdxatmn of trends 1s 
obtamed by comparmg Its findmgs with the re- 
sults of smular earher studies, generally con- 

‘For description of lam. see Alfred 11 Skolnik, “Pensfon 
Reform Legislation of 1914,” BO&l security Bulletzn. 
December 1974, pages 3Tr12 

‘Bankers Trust Company of New York, 1975 Study 
0, corporate Penawn Plane, 1975 
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CRAELBT 2 -Employer and employee contributions and 
beneRts paid under private pension and deferred private- 
sharing plans. 195&74 
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ducted at 5-year mtervals’ The latest study, 
which reports on 271 plans, 1s confined to plans 
with at least 200 employees but typlcally many 
more Plans m 56 mdustnes, covermg 8 4 mllhon 
employees, are represented 

Pens~on plans m these studies are dwlded mto 
two types--“pattern” and “conventlonsl” The 
“pattern” plilns are those negotmted by c&am 
mternatlonal muons alth mdmldual compames 
or groups of compames Tradltlonally, the pen- 
slon provided under these plans IS a flat dollar 
amount varymg with years of servux but not 
with the employee’s compensation rate Recently, 
however, several plans-prunenly m the auto- 
mobde and aerospace mdustnes-have mcorpo- 
rated flat dollar amounts that also vary to a 
degree wth compensstlon “Conventional” plans 
are those that prowde benefits varymg with both 
years of sawce and compensation and are gen- 
erally nonnegotiated 

“Bankers Trust Company of N‘en York. A Btudv of 
Induetl‘ial Retwement Plana, 1956, 1900. 1965, and 1970 
ed,tions The 8,~ and composition of the sample have 
shifted irom period to period, how many plans were 
common to more than one studJ 18 not known 

The Bankers Trust Company studw exclude 
multmmployer plans It 1s therefore necessary to 
go to certam Bureau of Labor Stahstxs (BLS) 
studms, based on reports filed under the Welfare 
and Penslon Plans Ihsclosure Act, whmh covers 
plans mlth 26 or more workers A BLS study on 
multmmployer plans describes the charact,enstlcs 
and benefit structure of 1,900 such plans m 1973 
(wth 7 5 mdhon partlapants as of 1970), usmg 
a systematxally stratified probablhty sample e 
An earher 1960 BLS study of multiemployer 
plans also permits some comparisons 1 

Another BLS study, whmh mcludes mforma- 
tlon on multmmployer as well as other types of 
pension plans, describes benefit and financing 
changes from mid-1970 to mid-1974’ Although 
the study IS confined to 150 selected large pewon 
plans regularly summarmed by the BLS m Its 
penslon plan dlgesV and does not purport to be 
representative of all programs, these plans are 
consldered to reflect current trends m provulons 

An addItIona source of data 1s the Conference 
Board study of employee-benefit practices m late 
1972 and 1973 lo About 1,600 compames responded 
to the retirement pay questionnaire The survey 
results for manufacturmg may be compared with 
those from an earher Conference Board study I1 
The firms m the later study were generally the 
largest (havmg m most cases 500 or more em- 
ployees) except for financml mstltutlons, hotels, 
restaurants, construction firms, and small manu- 
facturers Separate data were obtamed for office 
and nonoffice employees and for umon and non- 
urnon plans 

All the studies menhoned were conducted be- 
fore the provwons of ERISA became fully effec- 
twe Nevertheless, It 1s thought that many of the 
pension plan changes that have taken place m 
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recent years were made m antuxpatlon of legls- 
latlon, espemally m the areas of vestmg, age and 
ser”xe requwements, and survw”~ benefits 

It should be noted that practmnlly all the data 
from the above sources are wallable only m terms 
of the number of plans affected InformatIon 
gathered m e~rher years m&cat,es that t,he preva- 
lence of certam charaotenstlcs of pension plans 
may d&r slgmficantly when presented m terms 
of the number of workers affected This lnmtatlon 
m the data present,ed here apphes with more 
force to the absolute figures than to the trend 
anslysls 

Normal Retirement 

Almost all pension plans reqmre that the 
worker attam a specified age, usually 65, t,o be 
ehglble for normal retmement benefits In sddl- 
tlon, most plans reqmre a nmumum number of 
yenrs of servux, usually 10 under union-negotmted 
plans and 5-10 under other plans A few plans 
concentrated m the auto mdustry now pernnt 
retwement at any age after a spec&d number 
of years of servux (such as 30) 

There has been a deflmte trend toward reducmg 
the mmmmm sewme reqmrements that an em- 
ployee must meet to quahfy for full benefits 
IIalf the conventional plans m the Hankers Trust 
Company study rep”rt,ed m 1955 that less than 
10 years of SerYlCe (or no years of service) were 

required for a normal retwement benefit By 1974, 
as the follommg tabulation shows, the ratlo had 
mcreased to 71 percent The proportlon havmg no 

servxe requirements at all rose from 13 percent 
m 1955 to 32 percent m 1974 Among pattern 
plans the proportion reqmi-mg less than 10 years 
of servxe were at rt substantmlly loner level- 
7 percent m 1955 and 23 percent m 1974 The 
RLS mult~employer study reported that 38 per- 
cent of the workers m multiemployer plans m 

1973 reqmred 10 or less years of serwce for 
normal ret,lrement benefits 

A growmg number of plnns have adopted pro- 
VEX”~S mskmg normal retwement with unreduced 
ben&s possible before age 65-generally at a,ge 
62, when reduced benefits under the old-age, 
survwors, chsnbdlty, and health msurance 
(OASDHI) program become ava&ble For 
techmcal reasons related to other benefits, some 
of these plans may St111 term age 65 as the 
“normal retxement age ” The RLS study of 150 
pensIon plans reported that by t,he fall of 1974, 
more than half the plans (up from a third m 
1970) made retwement wth a full normal benefit 
before age 65 available to at least some of them 
members The BLS multwmployer study found 
that almost one-fifth of the workers m 1973 were 
m plans that prov’ded for normal ret,nxment 
before age 65; m 1960, the r&lo WPBS about “ne- 
s&h 

The BLS study of 150 plans found that 3 
out of 5 pla,ns m late IQ74 had mandatory re- 
twement provuaow requrmg retirement at or 
after the normnl retirement age Among nego- 
t,lnted plnns, the ratlo was 1 out of 2, m non- 
negotmted ones, It vns nearly 3 out of 4 i%ndn- 
tory retirement provwons were hat common 
among multremployer plans 

The mandatory retwement prov~ons can take 
the form of (1) a,n nutomntx retirement prow- 
s,“n, which compels all workers without exception 
to retlre upon reachmg a specified age, usually 
severnl years after the normal retirement age, or 
(2) a compulsory retmement prov~on that per- 
mlts the company to nllom the worker to contmue 
vorkmg beyond a stipulated age, usunlly 65 The 
latter armngement 1s more wdospread, though 
there has been some slnft from compulsory toward 
nutomnhc retirement provwons, as the followmg 
data drann from t)Fro BLS studies uxhcnte” 
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Early Retirement 

The overwhelmmg ma]onty of pension plans 
penmt retwement before attamnent of normal 
retirement age with an nnmedmte benefit, com- 
monly at the employee’s election Twenty years 
*go, early-retirement provlslons were not so com- 

mon among union-negot&ed plans The sltuatlon 
changed m the 1960’s, however, as umon-manage- 
ment negotlatlons gave priority to early-retlre- 
merit prov~ons as a means of easing work-force 
reductions caused by shutdowns, automatlon, or 
other technoloflcal or economic changes 

The mcrease m early-retirement prov~ons has 
been most strlkmg among multwnployer plans 
The BLS studies of these plans show that the 
proportion of employees covered by early-retlre- 
ment provwons rose from 23 percent m 1960 to 
82 percent m 1973 

In revlewmg all types of pension plans filed 
wdh the Department of Labor under the Welfare 
and Pension Plans Dxxlosure Act, the BLS re- 
ported that the proportion of workers covered 
by early-retirement provx+lons rose from three- 
fourths in 1962 to more than rime-tenths m 1971 I8 

Early retirement tradltlonally was dependent 
upon the employer’s approval, but this practice 
IS becoming a thmg of the past According to the 
Bankers Trust Company studies, only 4 percent 
of the pattern plans and 12 percent of the con- 
ventlonal plans with early retirement provwons 
m 1974 reqwred company consent Twenty years 
ago, 3 out of 5 plans reqmred company consent, 
and, as recently as 1971 according to the BLS 
study, half the workers under penslon plans re- 
ported for purposes of the dwclosure legislation 
had to get company approval 

To qualify for early retnwnent, most plans 
reqmre the attamment of a specified age (usually 
age 55)) plus 10-15 years of serwee At one time, 

“Harry 33 Davis, Early Retwement Pro&lona Of 
Penelon Plans. 1911 (BLS Report 429). 1974 

. 

negotiated plans rarely diverged from the use 
of an ige-and-service reqmrement, and a slgmfi- 
cant number of nonnegotiated plans used an age 
reqmrement only In the past decade a shift has 
taken place, as the follommg tabulation based 
on data from the Bankers Trust Company studies 
mdlcates 

Among collectwely bargamed plans, servxe- 
only prov~ons have grown m popularity, largely 
attributable to the adoptlon of “30 years and out” 
options m the automobile, steel, alummum, con- 
tamer, and copper negotlatlons One-third of the 
pat,tern plans m the 1974 Bankers Trust Company 
study were categorized as havmg a servme-only 
provlslon; 10 years earher none had been reported 
Among multlemployer plans, however, all but a 
few plans contmue to reqmre age-and-servxe 
requirements m 1973 

In contrast, conventional plans have mcreased 
their use of age-and-servme requxements and 
moved away from an age-only reqmrement In 
1964, 64 percent of the conventIona plans had 
age-and-service requnwnents, by 1974, It was 
74 pel cent 

In plans reqmrmg both age and service re- 
qmrements, the shift downward to age 55 con- 
tmues Among conventional plans surveyed by 
the Bankers Trust Company, the proportion specs- 
fymg attamment of age 55 rose from three-fifths 
m 1964 to four-fifths m 1974 Three-fourths of 
the pattern plans m 1964 had an age-60 reqmre- 
ment , the rest had an age-55 or other requrement 
By 1974, the ratio had reversed-more than 7 
out of 10 plans with age requmements used an 
age-55 reqmrement Among multuxnployer plans, 
almost three-fifths of the workers m 1973 mere 
m plans pernuttmg retmement before age 59, 
accordmg to the BLS 

As for the servxe component of the formula, 
a predommance of plans contmue to requre 15 
years, though a tendency towards adoptlon of a 



lo-year reqmrement 1s evident, especially among 
nonnegotlated plans The 1973 Conference Board 
study found that 37 percent of the plane surveyed 
reqmred 10 years and 29 percent specified 15 
years The 1971 BLS study of early-retwnent 
prov~ons found that 15 years or more of servxe 
were required for early retnwnent for three-fifths 
of the workers m plans with age-and-servxe re- 
qu1rements ” 

Benefits for early retirement have usually been 
pald at a lower level than normal benefits for 
equwalent servxe, on the basis of an actuarial 
formula desIgned to compensate for the mcreased 
cost This IS no longer the case, as most plans 
now pay a benefit greater than the actuarial 
eqmvalent but less than the full accrued pensmn 
The Bankers Trust Company found that only 
10 percent of the pattern plans and 15 percent 
of the conventmnal plans with early-retirement 
prowsmns m 1974 paid only the act,uarlal equwa- 
lent at the earliest retmement date possible As 
recently as 1969, those proportions were 48 per- 
cent and 53 percent, respectively Among patt,ern 
plans, a shift has developed toward paymg the 
full accrued pensmn upon retxement, largely as 
the result of negotmtmns m the mass-productmn 
mdust,rles that allov retxement after 30 years’ 
serwce at full pensmn 

Fifty-sm percent of the pattern plans surveyed 
by the Bankers Trust Company m 1974 supple- 
ment, under certam condltmns, the regular early- 
retwement benefit wth a specml benefit to age 
65 or when reduced OASDHI benefits begm 
One-thwd of these plans reqmre the employer’s 
consent These plans are often structured so that 
the worker recewes a level mcome throughout 
retmement-mltlally from the prwate pensmn 
alone and then from his combmed pensmn and 
socml security The BLS multvemploysr study 
found that 16 percent of the partwpants m 
multlemployer plans with an early-retirement 
prov~won had t,hls ophon m 1973-about the 
same proportion as m 1960 

Speolal early-rehrement benefits under rlnch 
workers could recewe double the normal benefits 
until they reached normal r&rement age mere 
negotiated m the mass-produchon manufacturing 
mdustrles m the early 1960’s Thw type of provl- 
smn has not shown much expansmn ~mce then 

Disability Retirement 

Another form of early retmement occurs when 
a worker IS retired p&maturely because of total 
and permanent dmttuhty The umon-negotiated 
plans have generally contained formal provlsmns 
for chsablhty retwement Such prowsmns have 
been less common among nonnegotIated plans but 
are growmg m Importance, as the followmg data 
from the Bankers Trust Company stuches show 

In the Conference iBoard study, 47 percent of 
the office-worker plans and 62 percent of the non- 
&ice plans m 1973 had disablhty prowsmns The 
BLS study of 150 plans reported that 85 percent 
had disablhty retirement prov~ons m late 1974 

Unlike early retirement prowmns, those for 
dlsablhty generally reqmre an employee to serve 
a specified period of time before quahfymg for 
benefits, not necessardy m combmatmn wit,h an 
age requirement The trend toward ehmmatmn 
of an age requirement 1s shown by the followng 
figures from the Bankers Trust Company stuches 

I 
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In 1974, only about one-tenth of ihe pattern 
plans wth chsabihty prowsmns had an age rs- 

‘qmrement, compared with four-tenths m 1955 
Among conventmnal plans, not only mere age re- 
qmrements becommg fewer but growth was seen 
m the number and proportmn of plans that pernxt 
chsabdlty retxement at any time nlthout any age 
or servxce reqmrements One m every 3 plans 
provldmg dm&uhty benefits was m this category 



m 1974, compared with less than 1 out of 6 m 
1965 The majority of such plans, however, hnk 
el@xhty for cash payments with eh&hty for 
OASDHI cash dwaLuhty benefits 

For plans alth serwce reqmrements, the most 
common requwement IS 10 yean, though rx reqwre- 
ment of 15 years W&S nl0i-e prevalent m earher 

years, accordmg to the figures from the Bankers 
Trust Company stuches that follow In 19’74, 68 

benefits, only one-fifth pald EL benefit greater than 
the full accrued pension m 1974 It was noted, 
however, that, where &s&My pension benefits 
did not commence until age 65, a trend toward 
pnymg a benefit greater than the full accrued 
pension was apparent For computation purposes, 
plans frequently assumed that the disabled em- 
ployee had been m servux unhl age 65 

D&xhty benefits are frequently reduced by 
the amount of chsalnhty benefits recewed under 
a pubhc program such 8s OASDHI or workmen’s 
compensation The Bankers Trust Company 
found that 46 percent of the pattern plans and 
25 percent of the conventlow. plans used an offset 
m 19X-proportions httle changed from 1969, 
though for pattern plans reduced somewhat from 
the 1964 percentages 

percent of the pattern plans and 55 percent of the 
conventional plans reqwred 10 years of serv~e 

The 1973 Conference Board study showed & 
smdar pattern Only a serva requirement 1s 
spe&ed m 60 percent of the plans for nonoffice 
employees and m 49 percent of the plans for office 
employees, The plans are about evenly spht be- 
tween those requlrmg 10 years of sei-YK~ and 
those requwng 15 years In 1961, most plans re- 

j quwed 15 years’ servy~ce 
Dnxlxhty benefits, usually payable after a 6- 

month waltmg period, are generally related to 
the amount of normal pension that the employee 
has accrued, based on his sewxe to the date of 
his dwlxhty retwament The vast malor’ty of 
plans pay the full accrued pension-that 1s) the 
full normal retnwnent benefit for equwalent serv- 
ice and earnmgs Among collectwely bnrgttmed 
plans, an additional benefit, or speaal benefit 
Independent of the accrued pension, IS commonly 
pad until age 65 OP until ehgdxhty for a retn-e- 
ment benefit under OASDHI 1s estabhshed, at 
which hme the full accrued pension becomes 
payable 

Among nonnegotIated plans, tlus practxe 1s less 
common 8s many plans use their separate long- 
term chsab~hty plans to provide the basic pay- 
ments before age 65, with the chsablhty benefits 
under the pension plan either supplementmg the 
long-term &salnhty benefits or not commencmg 
until age 65 The Bankers Trust Company found 
that among conventional plans paymg dlsalxhty 
benefits before age 65 or the start of OASDHI 

Death Benefils 

Of growmg nnportance m pawon plans is the 
preretnwnent death benefit, often known a~ “SUP 
vwor’s benefit ” Such benefits, wvhvzh can take the 
form of &her lump-sum payments or mstallment 
benefits, we automatically payable to a worker’s 
widow or mldower (and sometnnes mmor clul- 
dren), usually as a supplement to the group life 
msurance coverage that most eompanw provide 
They we desIgned m most cases for the employee 
who dies when he 1s approaching rehrement age, 
havmg met specified age and servxx reqmrements 
(commonly age 55 wth lo-15 years of servme) 

The benefits generally equal & speafied percent- 
age of the pension the employee had accrued be- 
fore death, sometunes sublect to a specified mnx- 
mum They are generally paid for hfe, but m 
some cs,ses they may cease at age 62 OP upon the 
spouse’s remarrmge They may also be subject to 
a reduction because of such factors as an age 
difference between spouse and worker 

The Conference Board reports that approx~ 
mately 45 percent of the pension plans m the 
1973 study had a spouse’s pension, compared wth 
less than 10 percent of some 1,200 pension plans 
analyzed by the Conference Board m 1964 The 
Bankers Trust Company reports a snmlar growth 
-from 28 percent m 1964 to 63 percent m 1974 
Data from then- stuches, as presented m the fol- 
lowng tabulahon, mdlcate that the prevalence of 
such prov~ons among conventlona.1 plans has 



been about the same as among pattern plans ~mce 
1969 

In terms of workers rather than plans, the 
mcldence of sur~wor pensions was much lower, 
accordmg to a special 19’71 BLS study based on 
a sample of all pension plans wth 26 or more 
workers filmg reports under the dwlosure act Is 
This study reported that about 1 out of 5 par- 
txlpants were m plans with such penslons Among 
multlemployer plans, the ratlo was 1 m 10 work- 
ers The rapld emergence of tlus benefit may, how- 
ever, have pushed the ratios up smce 1971 

The followmg figures mdxate that, as for other 
benefits, combmed age-and-servme reqmrements 

for survwor benefits, though stdl common, are 
gwmg way to serwce-only reqmrements Service- 
only reqmrements xere found, for example, m 
about half the pattern plans with suwwor pen- 
~lons m 1974, compared with one-fourth of the 
plans 10 years earher The shaft was less marked 
among conventIona plans The servxe reqmre- 
ment has also shIfted from 15 years to 10 years 

PostretIrement death benefits are a common 
feature of pension plans, with an employee usu- 
ally pernutted t,o elect an actuarially reduced 
pension upon retwement so that lus beneficxwy 
can contmue to recewe some or all of the reduced 

penslon after his death These joint-and-survivor 
option benefits mvolve httle, if any, added cost 
to the employer, but a growmg number of plans 
are provxlmg death benefits that reqmre ad&- 
tmnal cost These benefits generally take the form 
of a pension payable for hfe or for a specified 
period (often at a rate of 50 percent of the 
decedent’s pewon), a lump-sum payment, or a 
greater than actuarml equwalent loint-and-sur- 
wvor benefit 

Benefit Formulas 

Computation methods -Benefits under pensIon 
plans are generally computed m one of the fol- 
lowmg ways (1) They may be related to the 
worker’s earnmgs and length of credlted serwce, 
(2) they may be related to the length of we&ted 

‘servxe only, or (3) a muform (flat) benefit may 
be provided to all workers who fulfill specified 
sewme reqwements In the past decade a fourth 
for&a has emerged-pnmanly in the automo- 
Me Industry-that provides a flat dollar benefit 
that vanes to a degree with the employee’s level 
of compensation and years of servv1ce 

Under the first formula, whmh IS characterIs& 
of most salaried-worker plans and some collec- 
twely bargamed plans, the annual benefit 1s ex- 
pressed as a proportion of the compensation 
earned wlnle the worker IS m the plan or m the 
employer’s serwce-for example, 1 percent, 1% 
percent, or 2 percent of annual earnmgs for each 
year of serwce Frequently the cumulatwe per- 
centage 1s apphed to the average compensation 
m the most rec,ent or highest S-10 years of service 
-a final-pay rather than career-average basis 
Many plans use a step-rate formula under which 
a smaller percentage-say, 1 percent,-1s apphed 
to part or all of the earmngs covered by soma 
security, usually the OASDIII maximum taxable 
wage base at the time the formula was adopted 
A larger percentage, nhwh may be 2 percent, 
1s then apphed to the earrungs above tlxs break- 
pomt A varlatlon, called an excess-type formula, 
excludes employees earnmg less than the break- 
pomt and applw the percent,age only to earnmgs 
above the eedmg 

The other benefit formulas are most frequently 
found m colle&vely bargained plans The Con-~ 
ference Board and BLS stuches found that 3 out 
of 5 negotiated plans specify such formulas 

11 



Under the second formula-the most prevalent 
among negotmted plans-the benefit 1s expressed 
m terms of a flat dollar amount (such as $7 00 or 
$975 a month) for each year of servxe, based 
most commonly on the employee’s entIre servux, 
less frequently on a specified maxmmm number 
of years (35, for example) A varmtmn of this 
type of formula 1s the provxaon for a flat benefit 
that mcreases for specified permds of servxe ($9 
a month for first 10 years of sei-vux, for example, 
$10 & month for next 10 years, etc ) 

The third formula, found mamly m multi- 
employer plans, provides a flat uniform benefit- 
$106 or $150 a month, for exampl*after a 
spwfied permd of credlted sewvx The fixed 
amount 1s both the nunmmm and the maxunum 
regardless of years of servxe This formula 1s 
becommg less common Among multvanployer 
plans m 1960, 48 percent of the workers were 
governed by the third formula, by 1973, only 28 
percent The remamder of the multwnployer 
plans were almost exclusively covered by the 
second formula 

The fourth formula prowdes basuxlly 8 flat 
dollar amount for each year of servwe but m- 
eludes a prowlon for higher pensmn credlts for 
workers m the hlgher wage clawficatmns The 
Bankers Trust Company found that 19 percent 
of the pattern plans were of this nature m 1974, 
compared with 3 percent m 1964 

Many pensmn plans, especmlly those calculatmg 
benefits as a percent of earmngs, guarantee a rmm- 
mum pensmn (smnlar to the OASDHI mmnnum) 
to workers quahfymg for normal retirement 
benefits The mmmmm benefit 1s planned to pro- 
vlde a hlgher benefit than the amount that would 
result from applymg the basic formula to mdl- 
vlduals with low earnmgs and long wwce Plans 
typ1ea11y specify & flat mmmlum amount or a 
mnmnum that 1s partly related to earnmgs for 
those who quahfy on the baas of thew length 
of *eMwe 

Zntegratzon with OASDHZ benefits -The in- 
tegratmn of prwate pensmns and OASDHI bene- 
fits has gone through varmus stages When pen- 
smn plans were first negotmted m the major 
manufacturmg mdustrles m the early 1950’s, they 
generally provided for deductmg all or part of 
the OASDHI bsslc benefit from the amount 
calculated under the prwate pensmn formula 

Under many of these formulas, subsequent 
changes m the prnnary OASDHI amount had 
the effect of decreasmg the amount pald by the 
plan Cnhasm of these arrangements led to the 
ebmmntmn, reduchon, or freezing of the offset 
amounts and by 1974 only a handful of collec- 
twely bargamed agreements skll contamed offset 
provwmns (about 6 percent of the patt,ern plans 
surveyed by the Bankers Trust Company) 

Among nonnegotmted plans, the offset method 
was never as common as the step-rate or “excess” 
method for mtegretmg OASDHI and prwate 
pensmns Smce the 1960’s, however, there has been 
an upswmg m the use of an offset formula, m 
most cases replacmg the step-rate method This 
trend has occurred m con]unctmn wth the move 
toward final-pay plans, which are more hkely t,o 
Integrate benefit formulas through the use of an 
offset The Bankers Trust Company studies re- 
ported that 31 percent of the conventmnal plans 
m 1974 used an offset provwon, compared with 
11 percent m 1964 The Conference Board found 
that 40 percent of the final-pay plans m Its survey 
mcluded an OASDHI offset 

The vast malonty of formulas with offsets 
deduct 8 maxnnum of one-half the prnnary 
OASDHI amount Only 12 percent of the offset 
formulas surveyed by the Bankers Trust Com- 
pany m 1974 reduced the benefit by more than 50 
percent, compared with 43 percent m 1969 An 
emergmg trend 1s the graduatmg of the offset 
accordmg to the employee’s years of service, so 
that the length of service for whxh the maxunum 
offset 1s apphed may be as long as 40 years 

Another sign of the changmg tunes 1s the 
greater use of breakpomts m the st,ep-rate formula 
that adjust automatically with changes in the 
OASDHI tax base More than 2 out of 5 step-rate 
plans studled by the Bankers Trust Company 
had such automatic prowsmns m 1974, compared 
with 1 out of 5 m the 1969 study 

A speaal survey m 1974 by the Congressional 
Research Ser~rne’~ gwes further InsIght on the 
characterlstlcs of plans mt,egrated with OASDHI 

MRaymond Schmitt. Integratton of &wale Penemn 
Plane with EocZal Rermty. US Congress, Joint Eeo- 
nomlc Committee. 93d Congress. 2d Sesslan (Studies in 
Publlc Welfare, l’aper No 18), 1074 This study wag 
based cm a systematic random sample of retirement 
plans reporting to the Department oi Labor under the 
Welfare and Pension Plans Disclosure Act, sop,,Lemented 
by a second sample of plans with fewer than 26 particl- 
Pants drawn from life insurance cornpang records 



benefit~s Such plans were &mated to account 
for 2550 percent of pension-plan pnrtmpants 

The study showed that more than twxe as 
many of the smaller plans (covermg fewer than 
26 partlmpants) drectly take mto wcount 
OASDHI benefits t,han do larger plans-64 per- 
cent, compared with 29 percent, Among retlrement 
plans with OASDHI mtegratlon, the type that 
uses some kmd of step-rate formula 1s most 
common Fifty-seven percent of the larger plans 
are of this type, 21 percent use the excess formula, 
and 21 percent use offsets Among the smaller 
plans, the step-rate 1s even more prevalent, ax- 
countmg for 77 percent, the offset type makes up 
only 3 percent of the plans The study also found 
that most plans usmg step-rate and excess methods 
(more than 80 percent) set them mtegratlon levels 
far below the maxmmm per&ted under the 
Internal Revenue Code-the OASDHI taxable 
wage base 

Benefit Level. 

With mflatlon so pervaswe and extended, pen- 
slon levels have been nsmg sharply, especmlly m 
plans provldmg flat dollar benefibs For pattern 
plans that gear benefits to length of employment 
alone, the Bankers Trust Company reports that 
the 1974 median flat dollar benefit wed&d for 
each year of serwce was $108, an mcrease of 80 
percent over the $60 median m 1969 The medmn 
was $33 60 III 1964 and $20 m 1955 In the BLS 
mulhemployer studms, the average monthly bene- 
fit payable was $158 under the prowslons m effect 
III 1973, compared with $68 m 1960 I’ 

The wage-related pension formulas provide a 
readver baas for appralsmg real unprovements 
III the syst,em The Bankers Trust Company study 
of such conventional plans reveals that, at any 
gwen salary level, benefits as & percentage of pre- 
retwement earnmgs have shown no sxgmficant 
change III the past 5 years The median wage- 
replacement for fin&pay plans, for example, 
ranged from 33 percent to 41 percent for workers 
v&h final average compensntlon of $8,00@-40,000 
m 1974 Is In 1969, the range was from 32 percent 

“The beneflt was computed for a worker retiring at 
rtge 0.5 after 30 pears Of service assuming lIverage career 
earnings of $J,RM) &m- year aith earnings rising at 81, 
annual rate of 4 percent 

,a These calculations are based on current-service benefit 
formulas assuming 30 pJar.9 Of serv,ce at * eonstsnt 
6*l*ry 

to 42 percent The study shows, however, that the 
hlghhrr the salary, the higher the replacement ratlo 
(because of such features as step-rate formulas), 
so that an employee movmg mto a higher salary 
bracket recewes a higher replacement rate 

The Bankers Trust study also notes a slgnifi- 
cant movement toward the conversion of career- 
average pay plans to final-pny formulas, m an 
effort to compensate for the effects of mflntion 
up to the pomt of retnwnent As the followng 
tabulation shows, the proportlon of conventIona 

plans basmg benefits m whole or m part on com- 
pens&on m the termmal years of servxe rose 
from 38 percent in 1955 to 78 percent m 1974 
Furthermore, these plnns also show & t,endency 
to shorten from 10 yews to 5 years the period 
over mhlch final pay 1s averaged Nmety-three 
percent of the final-pay plans m 1974 mere usmg 
KI final 5-year average 8s the compensation baas, 
m 1964 the proportion was 57 percent, with 37 
percent usmg a 10.year nverage The Conference 
Board study also found that only 20 percent of 
the office-worker plans m 1973 used the careor- 
aversge base exchwely 

An alternate method of calculatmg wage-re- 
placement rates assummg a 5-percent annufll rate 
of mcrease m earmngs was used by the Bankers 
Trust Company to ascertam what an employee 
who retwed at the begmnmg of 1975 after 30 
yenrs’ serwe would actually receive under past- 
service and current-servme formulas for both 
career and average-pay plans 

Under this method, an employee who earned 
$9,000 III 1974 would have recewed from the 
median prwate plan a benefit equal to 29 percent 
of his final year’s compensation, an employee 
who earned $25,000, would get 35 percent This 
penslon, when combined with an OASDHI hene- 
fit, calculated m the same fashion, would have 
brought the total retirement mcome of a $9,000 



worker to 68 percegt of final pay and that of 
a $25,000 worker to 50 percent 

The repld rate of inflatmn has focused attentmn 
on the problem of keepmg the rehrement mcome 
of penw~ners up t,o date with sprahng hvmg 
costs Sample &u&es have shown that few pen- 
aon plans have formally come t,o grips wth the 
problem The Conference Board reported that, 
as of 1973, only 4 percent of Its office-worker plans 
and 2 percent of Its non-office-worker plans have 
adopted cost-of-hvmg adjustments that vary 
pensmns wth changes m consumer pries The 
Bankers Trust Company reports such arrange- 
ments for about 6 percent of the conventmnal 
plans It surveyed m 1974 

Recently, cost-of-hvmg mcreases for retaxes 
have waved an unpetus from unum-managwnent 
negotmtmns In the alummum and contamer m- 
dustnes, aut,omahc escalator mcreases were nego- 
tmted m 1974 provlclmg for mcreases on February 
1 m 1976 and 1977 that amounted to 65 percent 
of the annual mcrease m the BLS Consumer Prxe 
Index durmg the precedmg 12 months In the 
basx steel and transportatmn eqmpment indus- 
tries, prov~mns m 1974 were made for R deferred 
mcrease of 5 percent, effectwe August 1976, m 
antxlpatmn of future 1‘1ses m the cost of lwmg 
The auto industry m the 1963-64 negotmtmns 
followed the same pattern of allowmg for future 
fixed mcreases m pensmns 

Some plans have experimented with the V&IY- 
able-annuty approach under which pensmns fluc- 
tuate with the mvestment exper~~e of a common 
stock portfobo The Conference Board reported 
that 17 percent of the office plans and 12 percent 
of the nonoffice plans surveyed m 1973 provide 
for variable annu~tms Accordmg to the Bankers 
Trust Company, 11 percent of the conventmnal 
plans It surveyed in 1974 had such prowsmns 
For the most part, pensmn plans have rehed on 
ad hoc mcreases, wth a trend toward formulas 
t,hat take Into account the number of years a 
pensmner has been on t,he retwanent rolls 

Vestmg 

The term “vestmg” refers to the right of an 
employee to t~ermmate his employment before 
retrement without forfatmg the accrued pensmn 

resultmg from his employer’s contrlbutmns lo The 
w&d benefit 1s generally based on lus accrued 
pensmn credited up to the tune his employment 
termmates, not the pensmn he would have recewed 
had he stayed on to retlcement 

The pensmn 1s usually deferred until normal 
retirement age or optlana earlier retirement age 
Sometnnes the worker has the option of an mwne- 
&ate cash payment of all the emp!oyer’s contn- 
butmns to lus account 

Vestmg 1s usually cond~tmned upon the com- 
pletion of a stated period of sew~ce or partlmpa- 
tmn (5-20 years), the attamment of & ‘spec&d 
age (40-60), or both Vestmg may be full or It 
may be graded Under deferred full vestmg, the 
employee has an unquahfied right t.o a full share 
of all of his accrued pensmn wed& after a par- 
ticular age 01‘ length of servxe has been attuned 
With graded vestmg, only a percentage of these 
wed& are vested-50 percent after 15 years, for 
example, with 100 percent to be achmved m steps 
ns employment cont1riues 

All of the pattern plans mcluded m the 1974 
Bankers Trust Company study provided some 
form of vestmg but only 41 percent of those m 
the 1955 study, as mdmated m the followng tabu- 
latmn that shams the proportmn of plans havmg 
such prov,smns 

Veshng 1s much less prevalent among multi- 
employer plans, partly because the portablhty of 
we&ted servxx~ among partlapntmg employers 
provides to some extent the ame sort of’protec- 
tmn as the vestmg prcwsmn m a smgle-employer 
plan The 1973 BLS multxxnployer study found 
that 57 percent of the workers were m plans with 
vestmg provwons , nevertheless, th; growth of 
these prov~ons among such plans was stnkmg, 
~mce the proportmn m 1960 had been 18 percent 

“When B worker has contdhuted to the plan, he is 
lnvarinbly permitted to TT Lthdraw his own eontributlons, 
sometimes with and sometimes without interest, a, 
termination of employment 



Conventmnal plans, especially the msured 
plans, have had a longer hmtory of gn’mg vested 
rights to employees Accordmg to the Banken 
Trust Company studies, the proportmn of such 
plans with vestmg rose from 74 percent m 1955 
to 100 percent m 1974 

The 1974 BLS study of 150 pensmn plans m 
1974 reported that 9 out of 10 plans provldcd 
nonforfatable pensmn rights The Conference 
Board study for 1973 shows that, m manufac- 
turmg, 90 percent of the plans reported some 
vestmg for both office and nonoffice employees- 
up from 73 percent for the office plans and 57 
percent for the nonoffice plans m 1963 

There has been a dlstmct trend away from vest- 
mg after both age and service reqmrements have 
been met toward vestmg after a permd of service 
only Accordmg to the data from the Bankers 
Trust Company studies m the tabulatmn that 
follows, the proportmn of conventmnal plans with 

vesting prov~smns havmg service-only reqmre- 
mats doubled from 1964 to 1974, while that of 
pattern plans was almost SIX times larger Con- 
ventmnal plans have also shown BII obvmus shift 
toward a IO-year servme prov~smn 

Forty-four percent of the workers under multi- 
employer plans covered by vestmg prov~smns m 
1973 had no age reqmrement, accordmg to the 
BLS study A service requn-ement of more than 
10 years was generally reqmred, however 

For all pensmn plans t,ogether, the Conference 
Board study found that somewhat more than 
three-fifths of the plsns m Its 1973 survey had 
a,ge-and-service reqmrement.s The Bankers Trust 
Company survey of 1974 report,ed that one-third 
of t,he pattern plans and two-fifths of the conven- 
tmnal plans had age-and-service reqmrements 
Except for multmmployer plans, which generally 
have a mmlmmn age reqmrement of 50 or over, 

the usual reqmrements are age 40 with X-15 years 
of servxe 

Deferred full vestmg IS becoming much more 
common than deferred graded vestmg The 1974 
BLS study of 150 pensmn plans reported that 
fully 9 out of 10 plans nth a vesting prov~smn 
provided deferred full vestmg The 1973 Con- 
ference Board study report,ed that 78 percent of 
the nonoffice worker plans and 65 percent of the 
office worker plans had deferred full vestmg The 
BLS multlemployer study showed that, among 
suc,h plans wlt,h a veskng prov~sxm, 74 percent 
of the partlclpants had deferred full vestmg m 
1973 and the others were m plans with deferred 
graded vestmg In 1960, the ratm was 55 to 45 

Financmg 

Hlstoncally, muon-negotiated plans have gen- 
erally been noncontributory-thst IS, completely 
financed by employers and nonnegotmt,ed plans 
have generally reqmred employee contrlbutmns 
The Bankers Trust Company study found that, 
as recently as 1959,54 percent of the conventmnal 
plans required employees to contrlbute The tabu- 
latmn that follows shows that, by 1974, however, 

i 

.- 
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67 percent of the conventmnal plans neither re- 
quired nor permIMed any employee contrlbut,mns 
Plans with mandatory employee contrlbutmn 
prov~smns, declmed slgmficantly-from 39 per- 
cent m 1964 to 14 percent m 1974 The sharp 
decrease m such provlsmns has comclded with a 
shght mcrease m voluntary contrlbutmn features 

The prop&Ion of plans with manddtory contn- 
butmns that base contrlbutmns on all compensa- 
tmn has also declmed-from three-fifths m 1964 
to one-half m 1974 The other plans base msnda- 
tory rontrlbutmns on compensatmn m excess of 
some break-pant 

Accordmg to the Conference Board study, both 
the office-employee and nonoffice-employee plans 
m manufacturmg report mcreases m the propor- 



tmn that are noncontributory-nslng from 65 
percent m 1964 to 74 percent m 1973 for office 
workers and from 76 percent to 82 percent for 
nonoffice workers 

With all types of pensmn plans considered, the 
BLS study of 150 plans found that the proportmn 
of plans financed solely by employers was 86 per- 
cent m 1974, up from 84 percent m 1970 

Tables 2 and 3 tell what rehrement plans have 
been costmg mdw~dual employers, on the average, 
m terms of thew payroll These data come from 
the surveys conducted by the Chamber of Com- 
merce of the Umted States and by the BLS 

Table 2 shows the employer cost of pensmn 
plans (emludmg deferred profit-sharing plans) 
as a percentage of gross payroll for R selected 
group of manufacturmg and nonmanufacturmg 
compamesgenerally the largest compames- 
sampled by the Chamber of Commerce m Its 
bwnnal &u&es of frmge benefits The percent- 
ages relate only to those compames with pensmn 
plans 

A revxav of the table reveals that pensmn costs 
have fluctuated dunng the 20-year permd 1953- 
73, di-oppmg off during the 1960’s to a low of 4 4 
percent of gross payroll m 1965, and then nsmg 
m the 1970’s to reach 5 7 percent m 1973-far m 
excess of the levels m the 1950% Nonmanufac- 
turmg firms reported pensmn expenchtures that 
absorbed a much higher percentage of payroll 
than those of msnufuctunng firms 

The BLS studms based on a probablhty sample 
of estabhshments of all sizes were confined ml- 
hally to measuring employer costs for productmn 
workers m manufacturmg mdustnes In 1966, 
they were expanded to mclude the atme pnvnte 
nonfarm economy and to molude all employees 

TABLE 2 -Averaxe em~lovcr costs for retrcment benefits &B 

E ereent of gross-payrbll -for pcnsmn plans 1 psyng such 
enefita, sclectcd yeara, 1953-73 

Taem 3 -Average employer evpenltures for retrement 
plans 88 percent of total eompensatlon of employees m 
eatabhshments with such plana,l selected years, 1959-72 

Table 3 presents data on expenchtures by employ 
ers with rehrement plans (mcludmg deferred 
profit-sharing plans) as a percentage of total 
employee compensatmn These proportmns are 
smaller than those m table 2, chrafly because they 
nre based on total compensatmn, w&h mcludes 
(m addltmn to gross payroll) employer exptwh- 
tures for the socml security program, for private 
retwement plans, for hfe msurance and health 
benefit programs, and for unemployment benefit 
programs 

The absolute figures m the two surveys show 
some chfferences, especmlly m the nonmanufac- 
tunng sector, because of the chfferenees m concept 
lust menhoned, and m samphng and study pro- 
cedures The trend 1s clear, however F,xpen&tures 
for retirement purposes have experienced nn up- 
wsrd movement ~mce the nxd-1960’s 

It should be observed that the relatwe level of 
expenditures for retmement benefits, from &e 
period to another and from mdustry to mdustry, 
would be affected If employee contnbutmns were 
taken mt,o conslderatmn The BLS study m&- 
&es, for example, that employers generally make 
R smaller cont,nbutmn when thar employees are 
also contrlbutmg z” In 1972, employers wth con- 
tnbutory plains expended 3 0 percent of payroll 
and those v,.lth noncontributory plilns spent 41 
percent of psyrolls for nonoffice employees For 
office employees the respectwe figures nere 42 
percent and 54 percent 

The Bankers Trust Company study of 1974 
found that t,he average employee contnbutmn RS 
a percentage of compensatmn ranged from n low 



of 12 percent for the $9,000.a-year employee to’ 
a high of 2 3 percent for the $25,000-a-year em- 
ployee 

Technical Note 

The estimates appearing m table 1 are derived 
mamly from two sources For the msured pla,ns, 
the data are based on the annual sample surveys 
of the Institute of Life Insurance as reported m 
the Institute’s Penswn Facts and Tally of Lzfe 
~namance St&&es For the nonmsured plans, 
the fmanc~al d&a come from the annual sample 
surveys of prwate nomnsured pensIon funds by 
the Securltles and Exchange Comm~ssmn (SEC) 
The data on coverage and benefiolarles under 
nonmsured plans are estimated by the Social 
Security Admmlstratmn, usmg various relatmn- 
ships derwed from data collected by the Institute, 
the SEC, and the Bureau of Labor St,atlstlcs 

Coverage -The hlstorlcal series on coverage 
has been revised m accordance with the concepts 
dmxssed m the October 1975 x+sue of the BUL- 
LETIN *I A new concept of net coverage under 
prwate pension and deferred-profit sharmg plans 
has been developed which 1s dwgned to lmnt the 
estimates to actwe cwhan aage and salary work- 
ers m prwate mdustry who are bulldmg up pn- 
vate pensmn wed& on them present lob Thus, 
the series excludes the self-employed, anmutants, 
and those who are no longer “employed” wlthm 
the scope of the plan, even though they still have 
vested pewon credlts The series also corrects for 
duphcatmn for employees who are covered by 
more than one type of retirement plan or who are 
covered twxe as the result of havmg deferred 
vested rights from a previous lob, while also 
bemg covered on theu current lob 

The estunates of coverage for the Insured and 
nonmsured plans are presented m table 1 on a 
gross basis, before ad]ustments for duphcatmn 
The msured plan estnnates provided by the Instl- 
tote of Life Insurance, however, are adlusted to 
exclude persons wth tax-sh&ered annultles, 
most of whom are working m the pubhc sector 
and the self-employed with Keogh plans 

The nonmsured coverage plan e&mates are 
derived by the Social Security Admmlstratmn 
from several sources Benchmark data on coverage 
m the 1960’s were calculated with the use of 
Bureau of Labor Statlstxs studies based on 
reports filed under the Welfare and Pensmn Plans 
Disclosure Act za To these data were added estl- 
mates for deferred profit-sharmg plans, plans 
with fewer than 26 partlclpants, and plans of 
nonprofit orgnmzatmns not covered by the dls- 
closure act 

Coverage estnnates for subsequent years were 
based on trends mdlcated by the financial data 
and worker-beneficiary relatmnshlps reported by 
the Institute and the SEC These estunates mere 
modified by the results of t,he special household 
survey of pension coverage conducted m con~uno- 
tmn with the Current Populatmn Survey for 
April 1972 *8 

Finanmal data-As with t,he coverage data, the 
Institute data on contnbutmns, benefits, and re- 
serves under Insured plans are adjusted to exclude 
tax-sh&ered annul&s and the self-employed The 
financial data on nonmsured plans are from the 
SEC excluswely 

Contrlbutmns undx Insured pension plans are 
on a net basis, with dlvldends a,nd refunds de- 
ducted Contrlbutmns under nonmsured plans are, 
for the most part, on a gross basis, and refunds 
appear as benefit payments Estnnat,es of per 
capita contrlbutmns and per capita reserves are 
derwed by dwdmg total annual contrlbutmns 
and reserves by the average number of employees 
covered during the year 

Beneficzames -The number of beneficlarms un- 
der pension plans relat,es to those recewmg pen- 
odlc payments at the end of the year and thus 
excludes those who received lump sums durmg 
the year Agam, the Inshtute data on msured- 
plan beneficlarles are adlusted t,o exclude tax- 
sheltered annultles and the self-employed The 
beneficmry data under nomnsured plans are e&l- 
mated from the trend dat,a derwable from the 
Institute’s relatmnshlp of beneficlarles to annual 
benefit payments under msured plans 


