Mr. Amon G. Carter

AMERYCAN AIRLINES, INC,

August 6, 1951
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The Retirement Benefit Plan of Ameriean Airlines provides for
benefits and employee contributions as follows?

Saatiets Male Zemale

Retirement sge | 60 65 60

Hil 1
57

Based on First $600 of anmuel psy
Based on Next 1000 of anmal pay
Based on Hxeess over §2400

se sinee entyy inte Plan:

* Based on Firet $600 of anmual pay 1.2%
Based on Next $1800 of snnual pay 1.2%
Based on Excess over 52L00 1.28

of service prior to eatry ianto Plam,
and based on pay as of Dec. 31, 1941t-

gy oo s Us

(Maximum Anvuityt $10,000 anmally)

* lote: Benefits based on the first §600 of Anmual Pay, and
on past service, were not definitely committed under
the Plan at the outset. Since then, the funding of
past service benefits has been almost completed, bub
not that related to the first $600 of pay.
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The Plan has so far bdeen funded on 2 rigid group annuity basis, under
which the amount of each yeer's deposit is determined Ly the insurance company
(the John Hancoek), Under this system, no latitude exists as to the choice of
esleulation method. The "entry age normsl and supplemental” method of caleula-
tion (vhich is of maximum tax adventage) cannot be used. Turmover rates cannot



be imtroduced. No recognition can be given for future salsry inereases.
It is important to notice that these funding arrengements can be
known as a "deposit sdministration" planm, under which the employer determines
The present improved earnings of imerican Alrlines, and incrensed
tax rates, indlcate that such a change would be particularly sdvantageous,
Wo suggestion is bDeing made st this time for any ineresse or change
in the above venefits., However, an inecresse in the amount paid toward the cost
of the present benefits would be advantageous since!
(2) An increase in deposits, while profits are favorable,
unmnMeamwnmmum
lof, 4f it is desired temporarily to mske
mmamsmﬁmmmmmm
(u) An imorease in deposits at 2 time when taxes ave
abmormelly high will reduce the overall cost of the

Plan, since tax eredit is obtainable on deposits
toward the Ilan.

As poluted out above, the existing arrangement is not ouly rigld ss
to anmual payments, bub does not provide for the funding of all of the aceruing
benefits.

In the year 1947, the net cost of the Flan to American Alrlines vas
some $468,000. Subsequent (and projected) samusl costs are as follows!

1948 #556,000
1949 591,000
we 665,000
195 708,000 *
1952 751,000 *
1955 891,000 *
1958 1,013,000 %
*Zetimated



As compared with the figure of $708,000 shown sbove for the yeer 1951,
we have made an actuarial cost calculation (on the basis of 1950 statistics)
which shows that the maximum snmia) deposit for which bex eredit can be secured
benefits were funded,
is currently earaing spproximately 3.07% anmually, Premiums ave celeoulated on
8 2-1/2f interest basis, the surplus esrnings over this rate going into a surplus
agcount to the eredit of American Alrlines.

It con be shown that an imcrease of 1/2% ia the interest earnings of
;wm.manmtmmmmmﬁummw«m:;m.
portfolio. The use of sn insurance poliey prevents sdvantage belng taken of this
method of investment, Further, there are better prospects of offsetiing a
contimed inflationery trend if a portion of the Fund is invested in equities.

On the other hend, there are strong srguments both for mainteining the
existing Joha Hancock certificates in the hands of employees, so as not to risk
arousing employee reactions as to any possible chsnge inm funding srrengements.
Further, there is an sdvantage in having retired employees carried for the remain-
der of their lives by a substantial insurance company which is completely
independent of American Airlines.

With these considerations in mind, we have made an snalysis of seven
alternative methods of overhauling the present funding arrengements., 4As a result
of this examination, it would sppear that the following will provide the maximunm

of advantages

(a) ZEstablish 2 Trust Fund lisdle for all obligetioms of the Plam,
gxgent insofar as funded by an insurance policy or policles.



(v) GConvert the sxisting group ammuity policy to a "deposit
e g A oy et
A1l vensions would contimue to be paid by the present insursnce carrier, Deposits
mwﬂ%%h& trustes would be for the purpose of investment only. Vhen the
Prust Fund has grown to the required size in relation to the insursnce fumd, all
interest earnings would flow to the insursnse carrier in reduction of devosits
otherwise necessary to maintain benefits,

Reeords of individual members would be maintained by Americen Adrlines,
thms avolding the present duplication as bstween Americen Alrlines and the
John Hancoelr, There would be no penalties connected either with termination of
the old group anmuity plan or for individual terminations of employment, as
would otherwise be the case.

This aprengement will enable the maximum deposit allowable by Treasury
wwmmuummmmﬂmww It will permit the
maxisum possible range of flexibility, in case of nescessity. It will enable
all benefits now beinz funded with the John Hancock %o contimue %o be funded
with the Haneook, snd hence will involve a minimum of disturbance to the under-
standing which employess now have of the funding arrangements.

It will permit the certificstes in the hands of employees to be retained
by them, slthough sn immocuous rider to these certificates will be issued by the
John Hansock, Newly enbering employees will receive e certificate very similar
to the dertificates now held, Pensions to retiring employees will remain an
obligation of the John Hancock. :

With regard to the trusteed portion of the total funds, it can be
arrenged that 35§ (or some similar proportion) of the total funds will be held
by the Trustee, the major portion of which would be carefully invested in equities,
tius raising the yleld of the over-all funds by a substantial mevgin, and reducing
the ultimate costs of the Flan.



A1l of the foregoing arrangements have been disoussed with the John
Hancock. They have also been diseussed in prineiple with the astuary attached
to the Buresu of Imternal Nevemue in Vashington. These discussions have indi-
cated that the whole of the deposits contemplated under these arrangements
would be deduotible for tax purposes.
Lesue fresh cortificates to new entrants, the John Haneock heve mede a definite
coneession, im comsideration of which 1t is understood that the funding would
ammmaumeuwumzuummsmmwm
had contimed in force. '
that great care de taken in selecting s Bank that has had a suceessful record
partienlarly in the utilizetion of squities, as there sre only a few which have




