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To: Bruce N. Reed/OPD/EOP, Elena Kagan/OPD/EOP, Laura Emmett/ WHO/EOP

cc: . Paul J. Weinstein Jr./OPD/EOP, Andrea Kane/OPD/EOP
Subject: FYIl: NEC proposal re: Pensions and Employee Right to Know

Andrea and | attended the NEC deputies meeting yesterday to lend support to efforts we've been
working on with NEC, OMB, and NPR to foster interagency cooperation in implementing workforce
one stops.

FYI -- also on the agenda was a report from the NEC-led interagency working group on pensions,
recommending the Administration put forth legislation to require employers who are amending
defined benefit pension plans to provide more complete information to employees comparing the
benefits of the new vs. old plan. This proposal would be a compromise between a
Movynihan/Weller bill, which employers consider onerous, and a Portman/Cardin bill which makes
only minimal changes to current law. DOL is the lead agency.
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THE WHITE HOUSE AR
WASHINGTON Em[{}<

May 18, 1999
MEMORA T
FROM: s WORKING GROUP

EMPLOYEES’ RIGHT-TO-KNOW WHEN THEIR FUTURE PENSION
BENEFITS ARE REDUCED

This memorandum outlines a new legislative proposal to improve the information employees
receive when their defined benefit pension plans are amended to reduce significantly the rate
of future benefit accruals or the value of early retirement benefits. The Department of Labor

(DoL) deserves significant credit for developing a detailed proposal that balances the
competing concerns of employers and employees. The working group has analyzed and
refined the Dol proposal and reached consensus that the Administration should advance a .
proposal along the lines described below. There are some technical details that the group has
yet to resolve. (See “Outstanding Issues” below.) However, we are confident that we can
reach consensus on these issues if decision-makers are comfortable with the general approach
and legislative strategy described below.

Background

The private pension system is a voluntary system under which employers are free to establish,
terminate, or amend the pension plans they provide to their employees. The law, however,
places some restrictions on these decisions. For example, employers may not reduce pension
benefits that have already accrued, and pension plan administrators must provide participants |
with a notice of any amendment that significantly reduces the rate of future accruals. Recent
media and congressional attention has focused on a particular type of amendment and its
impact on older workers — the conversion of a traditional defined benefit plan to a cash
balance plan. (See, e.g., Wall Street Journal article attached. Other press reports will be
available at the Deputies meeting.)

3

Cash balance plan conversions can be accomplished without change to the overall cost of
benefits provided. In those cases, cash balance plans generally increase future benefits to
younger workers and reduce future benefits to older workers. In some cases, however,
employers may use the conversion as an occasion to reduce the total cost of pension benefits,
often by reducing or eliminating early retirement benefits. Because of the complexity of both
the original and new benefit plans, workers may not recognize either the reallocation or the
reduction effect. Of course, many employers who are converting to cash balance plans do
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provide workers with decent information and provide older workers with special benefits to
lessen the impact of the switch. But not all. ‘

Cash balance plans have been in use for several years but recently have become more popular
among employers. Twenty percent of the Fortune 500 companies (covering about 25% of all
of the participants in defined benefit plans) reportedly have already converted from a
traditional defined benefit plan to a cash balance plan; thirty to forty percent of large
companies are considering converting. Cash balance plans are the only category of defined
benefit plan that is increasing, rather than decreasing, in number.

There is much controversy around the impact of converting from a traditional defined benefit
plan (especially on older workers) and the sufficiency of the information provided to
employees about such conversions. The controversy has been fueled by a conversation, taped
at a meeting of actuaries and widely replayed in the media, in which the participants laughed
about how workers switched to cash balance plans do not understand how little they are
receiving in benefits until after they retire. The employer community tells us informally that
they plan to launch soon a major campaign to respond to the criticism of these plans and plan
changes, arguing the benefits cash balance plans provide to many workers.

Two major legislative proposals have been introduced in Congress. (See “Comparison to
Other Pending Proposals” below.) One imposes extensive (and some would say burdensome)
requirements on employers, but provides employees with significant (some would say
misleading) new information; the other is far less burdensome but provides employees with
little relevant information. Our proposal attempts to strike a middle ground, improving
disclosure for participants without subjecting employers to unreasonable burdens and costs.
Our proposal does not address the merits of cash balance plans, which have their advantages as
well as disadvantages; rather, it focuses on how we can provide better disclosure for
participants who are affected by a change in plan benefits.

Current Law

Section 204(h) of ERISA generally requires defined benefit plan administrators to notify
participants, alternate payees under qualified domestic relations orders, and employee
organizations representing plan participants, if a plan amendment has been adopted that will
significantly reduce the amount of future benefits commencing at normal retirement age. The
notice must be given after the amendment is adopted but not less than 15 days before the
effective date of the amendment. It must set forth the plan amendment and the effective date.
Treasury/IRS has interpretative authority over § 204(h). They issued final regulations last year
stating that § 204(h) may be satisfied by providing affected participants, alternate payees, and
employee organizations either the text of the amendment or a summary “written in a manner
calculated to be understood by the average plan participant.”
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Administration Legislative Proposal

The Administration’s proposal would include four major improvements in the current
disclosures required for plan changes under § 204(h).

1.

Timing for Notice: The proposal would require that an expanded notice be furnished
earlier than under current law (either 30 or 45 days before the effective date). (See
“Outstanding Issues” below.) It would also permit the notice to be provided before the
amendment is adopted.

When Notice to be Provided: The proposal would expand the circumstances under which
notice would be required to be provided to include notice of a significant reduction of an
early retirement benefit. (Electronic distribution would be allowed in accordance with
DOL rules under Title I of ERISA).

Content of Notice: The proposal would require that the notice include a plain language
summary of the amendment, a statement that a copy of the amendment is available on
request, and a general explanation (including examples) of the impact of the
amendment on participants and alternate payees. '

Right to Individualized Statement: The proposal would provide each participant with
the right to request an individualized statement showing the impact of the amendment
on his or her benefits under the plan. Each participant would be able to make one such
request at any time up to one year after the effective date of the amendment.

In addition to the four central changes from current law, other details of the proposal include:

o Who Gets The Notice: A notice would have to be furnished to plan participants and

alternate payees who are reasonably expected to be adversely affected by the
amendment. The plan administrator also would be required to send a copy of the
notice to employee organizations representing affected participants.

Minimum Subject Matter Requirements for Notice: The proposal would prescribe
minimum subject matter requirements for the notice and individual statement.
(Employers could provide additional information about the amendment, including
advantages to participants and alternate payees expected to result from the amendment.)
The notice would have to include a summary of the amendment and a general
explanation of the impact of the amendment on participants and alternate payees. The
general explanation would be required to include at least the following:

» A statement that the plan is being or has been amended to reduce the future rate of
benefit accrual (or reduce early retirement benefits), and, if the reduction would not
affect all participants or alternate payees in the plan, a description of the class or
classes affected.
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e A general explanation of how the amendment will result in a reduction in the rate of
future benefit accrual (or in early retirement benefits).

e A statement identifying the earliest date the amendment will become effective.

¢ Explanatory hypothet'ical examples possibly comparing, both before and after the
plan amendment, the value of a person’s accrued benefits. The content of the
examples is still being discussed. (See “Outstanding Issues” below.) Assumptions
used in calculating future benefit accruals, including future compensation and

interest credits, would have to be disclosed on the statement and would be required
to be reasonable.

o Statement on Right to Individualized Benefit Statement on Request for One Year: The

- notice also would state that each participant has a right to request, within one year after
the effective date of the amendment, one individualized benefit statement. The
individualized benefit statement would have to be provided free-of-charge. The
proposal would require the employer to furnish the individual statements within 30
days of receipt of a written request, but not earlier than 90 days after the effective date
of the amendment, to allow employers sufficient time to collect the necessary individual
information after the amendment.

» Regulatory Authority. The general advance notice would continue to be under the
Treasury Department’s regulatory jurisdiction as part of § 204(h). The individualized
statement would be based on the requirements of § 204(h), but the Labor Department’s
current regulatory authority over other mdmdual benefit statements would be expanded
to cover this new requirement. ‘

Comparison to Other Pending '.Propdsals

Moynihan/Weller: Senator Moynihan (D-NY) and Representative Weller (R-IL) have
introduced a cash balance plan disclosure proposal (S. 659 and H.R.1176). Under these bills,
plan administrators would have to provide individualized statements to each participant and
alternate payee not less than 15 days before the effective date of an amendment that has the effect
of significantly reducing the rate of future benefit accrual under the plan. The individualized
statements would compare the value of the benefits under the new and old plans at various dates.
A general notice would be required for employee organizations representing participants in the
plan. The business community has criticized this proposal as imposing substantially increased
costs and burdens and providing misleading information. Our proposal would not require
automatic preparation of individualized statements for all participants and alternate payees,
only a general statement with examples and an individualized statement for those who request
it. We also would require use of reasonable assumptions in projecting benefit values, while
Moynihan/Weller requires use of specific rates set out in the Internal Revenue Code.
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Portman/Cardin. Representatives Portman and Cardin include, in their broader pension bill
(H.R. 1102), a proposal that would make only minimal changes to current law. It would
amend § 204(h) to require that a notice of an amendment significantly reducing the rate of
future benefits accrual be provided to affected participants, alternate payees, and employee
organizations at least 30 days prior to the effective date of the amendment (rather than the
current 15 days). The Portman/Cardin notice would include a copy or summary of the
-amendment and an understandable description of the reduction in benefit accrual. Our
proposal would expand the scope of § 204(h) to apply to significant reductions in early
retirement benefits, require explanatory examples as part of the general advance notice of the
amendment, and add a right to get individualized information on request following the
effective date of the amendment. (Note: The Association of Private Pension and Welfare
Plans, a trade association representing large employers/plan sponsors, has a proposal that
generally mirrors the timing and content of disclosures in the Portman/Cardin bill, although
the language differs somewhat.) '

Budget Impact

OMB staff advise that the proposal would not be subject to pay-as-you-go requirements and so
-would not require an offset.

Qutstanding Issues

Although there is consensus on the approach described above, there are a number of important

technical issues that the agencies in the working group need additional time to resolve. These
include: ' :

¢ What information should be provided, if any, to compare projected benefits under the
old and new plans. On the one hand, workers have to make important life decisions based
on their retirement benefits. The easiest way to explain the value of the new pension plan
may be in comparison to the old. And employees have the right to understand exactly how
their benefits have changed, which only may be accomplished by comparing current benefits
with what benefits would have been prior to the amendment. On the other hand, such
comparisons would be costly to produce and would be criticized as inconsistent with the
voluntary character of the private pension system. Employers have the right to terminate all
further benefits, if they so desire. Providing a comparison with the old plan implies an option
that does not exist for the employee. Most members of the working group are inclined
toward providing some form of comparison; they want to ensure, however, that we can
defend the information compared as relevant and useful. ‘ -

e When to provide the notice of plan amendment. Under current law, the notice is
provided 15 days before the effective date of the amendment. We will propose that the
notice be provided either 30 or 45 days before the effective date. We are studying the
impact and feasibility of longer advance notice. '



Legislative Strategy

There will be substantial interest on Capitol Hill in any cash balance disclosure legislation
proposed by the Administration. A bipartisan group of Members in both Houses are committed

to moving pension legislation as part of any tax bill. The budget resolution calls for the tax
committees to report out tax legislation by mid-July.

Prior to any public annouhcement, the following actions should be taken:

¢ Brief the Democratic leadership in both Houses of Congress (including members who have
been serving as point persons for the Leadership on pension issues, i.e., Rep. Gejdenson,
Senator Daschle and Senator Graham).

e Brief the Democratic staff of the four committees of jurisdiction (Senate Finance Committee,
Senate Health, Education, Labor and Pension Committee, House Ways and Means -
Committee and House Education and the Workforce Committee). Special attention should

be paid to Senator Moynihan’s staff to explain why the Administration is adopting a different
approach from his own.

-+ Identify one or two Democratic members on each of the four committees to take leadershlp
on promoting the Administration’s approach.

o Ask members who are going to take leadership to identify possible Republiéan supporters.
In addition, shortly prior to announcement of our proposal, we should:

¢ Brief Republican staff of the four relevant committees.

¢ Brief members/staff who have sponsored major pension legislation (e.g., Graham, Grassley,
Portman, Cardin, Pomeroy, Neal, and Gejdensen). Both Portman’s and Cardin’s staff
indicated that they may be interested in a more substantive approach.

e Meet with staff of Democratic and Republican members, who are willing to promote the
Administration’s approach, to discuss strategy and coordination.

Attachment
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By JERRY GEISEL

#hich descnp-
tion is more
accurate?

Cash balance

are a vehicle in

pension plans :

‘whxch compames can deliver ben- |
. efits.more equitably to a changing -

workiorce and in a way employees
can understand and appreciate.
Or, companies have been adopting

. cash balance plans as a way to
¢ save pension costs and slash ben-
' “efits to older workers.

Employers for years have been

‘ Asmgmg the: plans’ pralses Many

say the plans, which deliver big-
ger benefits to employees after a
few years of service, are'far better
attuned to an ever-more-mobile
workforce than are traditional fi-

nal-average-pay plans. Tradition-.

i i The latter description has been
. 'scarcely heard since the first cash
. balance plan was set up in 1985,

al plans pay rich benefits for em-

ployees who work many years for
one company but offer only
skimpy benefits to employees who
leave after a few years. .

But the positive view of cash
balance plans. shared by many

employers and consultants is un--

der attack,

The attacks began late last year
with a front-page story-—and sev-
eral stories since—in The Wall
Street Journal under the headline

»

. “Retirement Wrinkle: Employers -

i

E
|

Win Big with a Pension Shift; Em-

ployees Often Lose."”

“The article said sthchmg to
cash balance plans was a way big
companies were saving millions of
dollars on pension costs.

While the move to cash balance
plans is the biggest development
in the pension world in years, the
article said that move has a “lit-
tle-noticed dark side’” a lot of
older workers will be hit with

" deep cuts in their' pension plans,

| . - Benefits: Pensions/Retirement Pizns -
Mutlvatmn behmd cash halance pension plans debated

Pension activists also are voic-

' ing their objections. Older work-

ers who counted on full benefits
from their traditional final-aver-
© age-pay plans now are finding the

“rules of the game’ being changed

in midstream, when companles

move to cash balance plans, says
Karen Ferguson, director of the

Washmg’combased Pensxon Rights .-

Center.

‘“‘Potentially, employees have
lost hundreds of thousands of dol-
lars. From our perspective, that is

the biggest thing.going on,” she.

said.

Pension attorneys representing -

employees in suits against em-
ployers with cash balance plans
have leveled their own criticisms.

“While employers' give many
reasons for making the change to
a cash balance plan, it appears
that cost savings through a shift

in benefits to younger workers .

drives most of the changes,’ said

William X. Carr, an attorney in

Denver.
- But the increasing criticism in

national media has not dampened

employer interest in setting up

. cash balance plans benefit con- -

sultants say.

‘“This is not slowing down the
conversion process,” said Scott
Macey, senior counsel with bene-

fit consulting company ASA Inc. (

in Somerset, N.J.

“I haven't seen anyone hold back »

concurred Eric Lofgren, a consultant

with Watson Wyatt Worldwxde in

New York! .
B anytbmg the news accounts may.
“have hexghtened employer interest in
cash balance plans. .
“The press in general has created
more interest,” said David Rosen-
blum, a prmc.\pal with William M.

Mercer Inc, in New York. When a.

company reads about another For-
tune 500 company converting to a

cash balance plan—aeven if the cover- °
age is negative, an employer might '

" say, "There must be another side; [
‘want to find out more,” he said.
Certainly, there have been plenty of
cash balance plan conversions to read
about. In recent weeks, such big-
name companies as Aetna Inc., CBS
Corp., Eastman Kodak Co. and Inter-
national Business Machines Corp.
have announced that théy either have
or will be setting up cash balance
: plans. : -
. Inall, as many as 500 cash balance
! plans now are operating, a number
i swelling almost weekly ‘

| ‘While negative pubhcnty hasn’t put
. a dent in plan formation so far, it has
{ tnggemd employer anger at what
1 they say is the misleading and unfair
coverage of cash balance plans.

with cash balance plans, is the impli-

_plans has been principally motivated
bysa desire to cut pension costs. .
Several employers say that charge
is flat~put wrong.
“Senior managament was adamant
that if this was a cost-cutting mea-
sure, don't do it. In fact, cost was not

. a factor. We wanted more valte for

the dollars we spent and to provide
benefits that better met the needs of
today's workforce,” said Bob Stock,

manager-compensation and benefits -
at Raleigh, N.C.-based Carolina Pow-

er & Light Co. In January, the utility
- switched to a cash balance plan from
‘a traditional final-average-pay plan.

. *"We were not looking to cut'costs . . .
-but wanted to distribute benefits.

"

* more equitably,” concurred Gerry
Murray, director of employee benefits
at the BOC Group in Murray Hill,
N.J. The company set up a cash bal-
ance plan in the mid-1980s. -

Some employers say their pension o

. costs increased when they switched

* over o a cash balance plan. Insurer
Atlantic Mutual Cos. says its pension
. costs climbed By $600,000 a year -

. -when'it adopted a cash balance plan
in 1997, Saving money obviously was
not an objective, said Shirley Grill,
Atlantic Mutual's vp-human re-
sources in Madison, N.J. )

. "Tosay that cash balance plans are
solely a vehicle to reduce costs is sheer
rionsense. A cash balance plan can be
designed to increass, decrease or keep

i pension costs the same,” said Gordon
Gould, chief actuary with Towers
Perrin in Denver.

" Tobesure, otheremployers suchas |

CBS and BankAmerica Corp., which
in 1985 created the first cash balance
. plan, have candidly said the cash bal-
ance plans they set up cost Iess than
i the plans they replaced. :
i  Butwhile those companies cut pen-
j sion costs—compared with the tradi-

 tional plans—the two employers

‘ boosted other benefits. BankAmerica,

* for example, sweetened a 401(k) plan,
|wh11e CBS started a stock option
- plan.

| ten overlook the context of plan con-
{ versions, plan supporters say.

'See Cash balance

Most misleading, say employers ,

‘cation that the move to cash balance .

Indeed, cash balance plan erities of --
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Contmued

. “You can'tlook at one plan in isola-
' tion. You have to look at the entire re-
- tirement compensation package,”

" said Kerry Schmidt, a principal and

consulting actuary with Buck Con- .

* sultants Inc: in Atlanta.

. Mr. Schmidt cites the example of a
client whose cash balance plan did

" cost less than the traditional plan it

replaced. But a beefed-up 401(k) plan

- offset that lower corporate cost. -
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ployees were getting virtually noth-
ing,” said Robin Miklatek, director of
New York-based Avon Products Inc.,

. which adopted a cash balance plan in
. 1997,

Rather than cutting retirement -

. plan costs, benefit executives say the

. overriding reason for moving to a
* cash balance plan has been the grad-
* ual but dramatic changein workplace
¢ mobility.

Decades ago, both employers and

. “employees hada much greater expec-
tation that workers would spend their |
" careers at one company. For-those
" workers, traditional plans in which

i

the vast bulk of benefits were earmned
when an employee hit a certain cliff—
such as age and service equaling 70—
were a perfect match.

Such plans encouraged werkezs to
stay with a company for decades and
then when the age and/or service re-

quirernent was met, employees hada

powerful financial incentive to retizé.

But if traditional plans once were a
perfect maich for workers, many ben-
efit managers with cash balance
plans now view them as a benefit di-
nosaur,

That is because the design of tradi-
tional plans is skewed so that employ-
ees working a few years for one com-
pany earn only tiny benefits, The

i promise of a rich benefit after spend-~
; ing a career at one employer meant
. less and less to a workforce, which in-
: creasingly expects to stay only a few
. years with one company and then

i

move on.
“The old plan was a perfect mis-

" Associates L.I.C. in Lincolnshire, TL-.

By contrast, she sazd cash balance
plans with their smoother acerual of
benefits mean shorter-service em-

ployees get greater benefits compared -

with the benefits of traditional plans.-

The message conveyed by its cash. '
balance plan is that “we will reward -

you for each year of service,” said At-
lantic Mutual's Ms. Grill.

With a cash balance plan, "you are
going to get a meaningful benefit af-
ter a few years, and that has value to
today’s employees,” said Michael
Jéhnston, a. consultant with Hewitt

Benefit managers and others ae-

" knowledge that older, longer-service
. employees may not earn the same

benefits in a cash balance plan com-
pared to a traditional final-average-
pay plan. But, they add, traditional

plan benefits may have been toorich

for longer-service employees, espe-
cially when coupled with 401(k) plans
that many employers added du.ring
thelastdecade. -

“We had people retiring at 110% of :

pay,” Ms. Grill said.
“Many compama reahzed they
overprovided in terms of providing

retirement income,"” 5aid Karen Sali-
naro, a principal with Pricewater.

houseCoopers Kwasha HR Solutions

‘in Teanecle, N.J.

At the same time, companles
switching to cash balance plans have

. been providing so-called transition

benefits to current older employees to

protect them from loss of benefits that

could oceur as a result of the switch.
AT&T Corp., for example, auto~
matically gives employees with at

least 15 years of service whichever-

plan benefit—from the cash balance
plan or old plan—is greater. Other
employers, aside from grandfathering
certain older employees, also give old-
er employeés additional pay credizﬁ.

atop their base pay credits.

Pensmns/Ret:rement Pia

" match, The younger, productwe em-
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lution that is changing the pension landscape.
Many employers are scrapping their traditional fi-
 nal-average-pay pension plans in favor of cash balance
pension plans,

This is no passing fad, as roughly 500 employers now
have or soon will have cash balance plans, including
such corporate heavyweights as Aetna Inc., CBS Corp.,

- Eastman Kodak Co. and International Busmess Ma-
chines Corp.

Is this a long-overdue revolution designed to offer.re-
tirement benefits that better meet the needs of today's
workforee? Or is it a sinister trend, fueled instead by a

i IT WOULD BE DIFFICULT not to notice the revo-

Plans fit today’s we

crass desire to slash corporate pension costs and bene- -

fits, especially for older workers?
‘Some critics in recent months have sought to portray
;- it in the media as the latter. But we believe those reports
- are misleading and do not accurately reflect the reality
_ of how these plans work—and why employers are offer-
" ing them.

Certainly, some employers are adopting cash balance
plans with a goal of reducing their pension costs. We do
not, however, find that disturbing or startling. Indeed,

" companies may decide that their pension costs have be-
come excessive or that corporate dollars coild be better
used elsewhere.

Based on extensive interviews with companies adopt-
ing these plans, however, we don’t think pension cost
reduction has been the prime motivator behind the

- ~shift.
After rigorous examination and consultation, corpo-

rations have ‘concluded that their old-style pension

plans have become increasingly irrelevant to their cur-
rent employees.
Old-style pension plans—-those in which employees
. only begin to earn significant benefits after many years
- of employment—were a great idea in an era when ca-
} reer employment was & realistic expectation. Those
. plans still make sense for companies that want to give
, employees a powerful financial incentive to stay mth
| them for their full careers.

! In an era of corporate dovmsmngs, company spinoffs, -
i company startups and vastly increased job mobility,*

* however, this kind of employment has become the ex-
- -ception rather than the norm. Employers and employ~
: ees alike know and understand t}us

s
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With increased mobility of the Workforce MOTE COm-

‘panies have concluded that they need pension plans

that provide greater benefits for employees who are
likely to stay with them for only a few years. Cash bal-
ance plans, with their smooth accrual.of benefits, help
to meet that corporate objective. Indeed, Kodak’s bene-
fit manager says the company felt it needed a cash bal-
ance plan to help it compete for employees. -

To be sure, a shift to cash balance plans from tradi-
tional plans is not easy. Older employees could be hurt
because they may not have earned full benefits in the
old plan and will not be covered in the new plan long
enough to eamn s1gmﬁcant benefits. .

But again the reality—contrary to what cash balance
critics say—is that companies take great care to ensure
their older workers are protected during such a shift.
Corporate approaches to providing such protection in-
clude: giving older employees the opportunity to stay in
the old plan; giving them the choice of earning benefits
under either plan; and giving them extra Credlts in the
cash balance plan.

‘Providing pension benefits more attuned to tOday’s
workforce is a welcome development and one that more

- employers should look at.
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Remarks by
David M. Strauss
Executive Director
Pension Benefit Guaranty Corporation
A at the
Cash Balance Pension Plans Conference

San Francisco, California
 May 7, 1999

Good afternoon. The confcrence today is focused on-cash balance plans but [ want to
put cash balance plans in the largcr context of deﬁned benefit plans.

~
)

As the Executive Director of the Pension Benefit Guaranty Corporation, I have a
. statutory mandate to promote the contmuatlon and maintenance of the defined benefit pension
system. '

I believe we must have a strong defined benefit system if we are ever to achieve the
goal of retirement income security for the vast majority of Americans. But, I do not have to
tell any of you that the defined benefit system has been in serious trouble for some time --

- few new. plans are being created and few new participants are coming into the system.

When I became Executive Director of the PBGC, I made promoting defined benefit.
plans my top priority. I am more convinced than ever that the guaranteed income for life that.
defined benefit plans provide makes the dlﬁ‘erence between a barely adequate standard of
hvmg and a comfortable retirement for many of today s retu'ees

I personally know how valuable defined benefit plans are from my own expenence
My father was typical of many Amencans nearing retirement:

AU He had no employer—prowded pension plan;

- \" . . N ‘ "{
+ . He hadn’t been able to save very much;

. And, he was running 6ut of time.

- My father has spent all of his life in North Dakota. When he retired from his job as a
meat cutter in a grocery store he was 62 years old and he never had a pension. -He then took
a part-time, minimum-wage job, as a janitor at the local high school But for the first time in

his life, he was covered by a defined benefit pensmn plan :

He retlred a second time, 16 years lat‘er, at age 78 thh a pension that now provides
him with $169 a month -- a supplement of over 20 percént to his Social Security benefit. He
would have had to have saved at least 15 percent of his minimum-wage salary over the entire
15 years to generate on his own the same benefit each month.
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- Recognizing the reality that pension plans are sold, not bought, we especxally sought
out those pension experts who make their living marketing pension plans. Vlrtually all of
them told us the same thing: they believe in defined benefit plans, but they’re a hard sell.
They emphasized that our pension system is voluntary and employers have many different
choices in whether and how they provide retirement benefits.

They said that, to keep defined beneﬁt plans cornpetltlve in today s marketplaoe two
thmgs in particular are needed: :

« . First, we must restore the employer mcentwes ongmally conternplated in
ERISA .
. . And ‘second, we must make plan designs and rules more flexible to better meet

the needs of today’s workforce

When ERISA was cnacted a balance was struck between bencﬁts for cxccutxvcs and

‘benefits for rank-and-file workers. Executives received their retirement benefits primarily

from the same plan as the workers. VThey had a stake in the company’s basic pension plan. -

This all changed in the 1980s and early 1990s when the benefits of higher-paid
executives were repeatedly cut back. In 1974 when ERISA was passed, the maximum benefit
at age 55 was $75,000, Today, 25 years later, the maximum benefit at age 55 is around
$60,000 -- about $15,000 less than the ongmal ERISA limit. In real dollars, that’s only about '
one-fourth of the 1974 ﬁgure ‘

As a result of these cutbacks, executives lost interest in deﬁnccl benefit plans. But -
these executives still got their benefits -- they just got them outside the tax-quahﬁed plan ‘
The real losers were the rank-and-file workers :

What virtually everyone told us -- from employer groups at one end of the spectrum to
unions at the other end -- was that, if we want to help these rank-and-ﬁlc workexs we must
provide greater incentives to business owners and top executives. :

They also told us that employers need greater. ﬂexnblhty to des:gn plans that meet the

" needs of today’s workforce. They made three suggestxons

. Allow 401(k) plans and deﬁned beneﬁt plans to work better together
. Allow partial or phased retxrement for older workers;
« ° And clanfy how the exxstmg pcnsmn rules apply to cash balance and other

types of hybrid plans.
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needs of many of today’s employers and workers because they combine some of the best
features of both defined benefit and defined contnbutlon plans

Like traditional defined beneﬁt plans, hybrld p]ans contain many of the same elements. -

that make these plans valuable to workers: .

.

Plus, hybrid plans offer several advantages that.traditional deﬁned benefit plans do not:

Beneﬁts do not depend on how much a worker is willing or able to contribute;

The empioyer bears the investment risk;" ‘

- Plans must offer an annulty for 11fe at group annutty rates with surviving
~ spouse protectlon :

And benefits are insured by PBGC.

»

Workers understand and apprecxate beneﬁts because they are expressed as an
account balance :

Because of thxs emptoyers get credit for the pension dollars that they are

spending;

Younger workers and shorter-service workers such as women often receive
higher benefits; and

Workers who do not spend their full careers with one employer have more

‘portable benefits.

It is clear from the grcwmg number of empleyers who- are converting to hybrid plans
that these plans meet the needs of a fairly large segment of today’s workforce.

While conversions to hybrid plans are a way to keep employers in the defined benefit.

system, these conversions have become quite controversial. There seem to be two major
concerns: the effect on older. workers and adequate disclosure.

For older workers, a conversion to a hybrid plan may often reduce their futurc
benefits, because, when a plan’s benefit formula changes, only the worker’s accrued benefit i is
protected -- not any future benefits. So, when an employer converts from a traditional final
average pay plan to a career average hybrid plan the benefits that some older workers were
expecting can be greatly reduced. : . :

igio14
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It is important that workers get as much useful information as possible. But, at the
same time, we do not want to create burdensome record keeping and reporting requirements
for employers. Legislation has been introduced to address the dlsclosure issue, and it is

- - getting careful attentum in Congress and the Admmlstratnon

Hybrid p!ans can. fill the needs of both employers and workers in many situations.
But, so far, hybrid plans have been adopted mostly by very large employers. Many
consultants have told us that they could sell new hybrid plans to small and mld—smed
employers if the rules were clearer and more ﬂex1ble : »

The lack of clear rules forces employer)s to go through all sorts of costly contortions to
establish these plans. And often at the end of the day there is still a question about their
legality. As a result, only very large employers have been wzllmg to take the risks of

adopting hybrid plans.

Some guzdance has been provided on hybrid plans; but it is not enough. Attcmpts to
apply the current pension rules to hybrid plans can seem like trying to fit a square peg ina -
round hole. Ultimately, I believe additional legxslatwe authority is probably going to be
needed. .

"To sum up, hybrld plans are key to strengthemng and expandmg the current deﬁned ’

' benefit pension system. I believe that without'a strong defined benefit system, we will never

achieve the goal of retirement income security for the vast majority of Americans.

I want all workers to be able to enjoy the advantages of a defined benefit plan --
whether it is a traditional pension plan or a hybrid plan -- because it is the only way we are
going to be able to provide retirement income securlty for millions of Americans who won’t
have it otherwise. Thank you very much .
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Abstract:

As hundreds of large employers convart the traditional pensions of salaried employses to “cash balance” and other hybrid
.pension plans, a second wave of converslons have been following-for the collectively bargainad workers, especially in the
telacommunications and utilities industries.

Cash pp -balance plans are pensions that look somewhat like 401(k}s, but they are far different: Under them, employees
get hypothetical “accounts” into which contnbutions are made each year. The accounts earn Interest, and employses can
take the money with them when théy leave. While employess generally like the portability featurs, older and longtime -
employees are often dismayed when they laarmn that their perisions effectively have been reduced. Under a cash-balance
plan it could take some workers many years before they begin to earn new pension benefits.

That 's too bad for nonunion employees Employers can unllatera!!y reduce or allmfnare future pension- and ref:rament—plan
" benefits for nonunionized workers. But colfectively bargalned employees genersally have the oplion of rejecting a
cash-balance plan, or can negotiate for better provisions than what nonunion workers gst -- if they know what to ask for.

Full Text:
Copyright Dow Jones & Company Inc Jan 21, 1999
¢ :
Unlikely allies are forming at some companies as union and management employees compare notes about a new style of
. pension plan -- and don't lik¢ what they see.
) ¢
As hundreds of large employers convert the traditional pensions of salaried employees to "cash balance” and other hybrid
pension plans, a second wave of conversions have been following-for the collectively bargained workers, especmlly in the
telecommunications and utilities industries. -

Cash-balance plans are pensions that look somewhat like 401 (k)s, but they are far different: Under them, employees get
hypothetical "accounts” into which contributions are made each year. The accounts eamn interest, and employees can take the
money with them when they leave. While employees generally like the portability feature, older and longtime employées are
often dismayed when they learn that their pensions effectively have been reduced. Under a cash-balance plan, it could take
some workers many years before they begin to earn new pension benefits. .

‘That's too bad for nonunion employees: Employers can unilaterally reduce or eliminate future pension- and retirement-plan
benefits for nonunionized workers. But collectwely bargamcd employees genemlly have the option of rejecting a
cash-balance plan, or can negotiate for bctter provisions than what nonunion workcrs get - if they know what to ask for.

Some union locals, however, now say that employers deliberately misled them in negotiations. Take the case of Nlagara
Mohawk Power Corp a Syracuse, N.Y., utility, which adopted a cash-balance plan for salaried employees this past July, and
convinced the union that it was a good deal for them, too.

Now, several members of Local 97 of the International Brotherhood of Electrical Workers have filed charges against the
company and the union with the National Labor Relations Board, saying the company didn't provide sufficient information for
the union to make an informed decision, and that the union failed to protect employes interests. "They were sold a bill of
goods," says Thomas Primero, the new local president, who took office after the plan was ratified.

' Meanwhile, midlevel managers at the utility are still trying to'leam how their old pension benefits stack up to their new ones.

A group of managers are working with the umion to construct computer models, and they estimate that pensions for some
longtime employees have been reduced by 40%. David Arrington, a Niagara senior vice president, says the company
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provided full information to union and nonunion members,

Increasingly, unions nationwide are seeking greater disclosure. "Instead of giving me this rosy picture, show me the
spreadsheets,” says Jim Schlosser, a representative in the utilities division of the IBEW in Washington. The United Food &
Commercial Workers union rejected cash-balance proposals from a food processor and a large gocer when the companies
refused to provide plan documents and disclose actuarial formulas and assumptions.

‘Why would a union accept a cash-balance plan at all? Primarily because the plans enable younger workers to build up
benefits faster and they are portable. "Worker mobility, business uncertainty and employment insecurity -~ economic realities

* of the 1990s that meke cash-balance appealing to salaried employees -« should have the same effect on unionized work
forces,” notes a PricewaterhouseCoopers brochure for employers about cash-balance plans.

As a result, the lump-sum feature is the biggest carrot that companies have to get unions on board. Unicnized employees at U
S West wanted a lurnp-sum option for their traditional pension. But the company said thé union could have the option only if
it agreed to adopt a cash-balance-type plan ("pension-equity plan”) that its salaried workers have.

This was initially tempting. “Our folks always think management plans are better than ours," says John Thompson, bargaining
chairman for the Communications Workers of America in Denver, But.once the union analyzed the plan, "we opted to run
from it," he says. U S West says the company and the union are continuing to discuss the matter.

-Some unions have negotiated better benefits for their workers than management gets. Southem New England Telephone, -
now part of SBC Corp. in San Antonio, reduced the annual interest credit to salaried employee accounts to 3% from 7% on
Jan. 1, But union members still get 7%. Similarly, AT&T Corp.'s 40,000 unionized employem obtained higher
opening-account balances and better transition fcatures than did management.

Credit: Staﬁ‘ Reporter of The Wall Stxect Joumal

Reproduced with permission of the copyright owner. Further reproduction or distribution is prohibited without permission.
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Transcript

May 17, 1995
6:30-7:00 PM (ET)
CBS-TV '
CBS Evening News

Dan Rather, anchor: .

Tonight‘s Eye on America is a hard-news look at pension .

plans. A CBS News poll finds more than half of Americans
~are in a pension plan, and about three quarters of them .

expect the money to be there for them at retirement. But '
it may not be nearly as much as they thought. 1In this
Guarding Your Money report, Ray Brady finds that more and
more companies are switching from traditional pensions to
what are called cash balance plans.

Ray. Brady reporting:

Climbing utility poles: It’s tcugh) back-breaking work,

‘which is why forty-year-old Mike Murphy was hoping to hang

up his tool belt and retire by the age of fifty-eight.

Mike Murphy (Forty Year Old): We work all--all our lives
to-~to- -to retire, to kickback and do what you--wh--what
you enjoy. '

Brady: But dreams of a life beyond Niagara Fallszs came to
an end when Murphy’s employer, Niagara Mohawk Power, took
away the traditional pension plan that he‘d been counting
on. In came a new plan. In ten years on the job, Murphy
never got shocked... '

Murphy: - Dear Niagara Mohawk pension plan pérticipant...

Brady: ...until he did the math.

Murphy: I planned on retiring when I was fifty-eight. And

at age fifty-eight, under the old plan that I no longer
participate in, my pension would have been worth
three-hundred-seventy-two thousand dollars. Under the new
plan, it’a two-hundred-sixteen thousand dollars.

Brady: If my math is right, that‘é a loss to you of
one-hundred-fifty thousand dollars.
Murphy: Correct. . ‘

Far & videocassette(TV] or audio cassettetiadio) of this news segment comact your nesrest VMS offics.
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Come on, Bud.

Brady: Mike and his wife Carmel couldn’t believe it.
Under Niagara Mohawk‘s rules, which his union agreed to,
Murphy missed the age and time of service requirements by
just eleven weeks--one-hundred-fifty thousand dollars gone.

Murphy: VIt's just appalling to think that--that one day
you can be worth this much money, and the next day it’s
right out the window. '

Brady: Mike Murphy is just one of thousands of workers in
their 403 and 502 caught in the middle of two pension
plans. The old plan builds up credits near the end of your
careey, and that’s when salaries usually are the highest.
Under the new plan, called cash balance, the credits come
early, but that’s when salaries are at their lowest. And
for those with time on the jcb, that difference can cost
big money. = o o

Unidentified Woman: Well, how much money do I need teo
start retirement with? ' S

Brady: But not all workers arevcomplainihg. At another
company, Kodak, everyone gets a choice: stick with the old
plan or go with the new program, the cash balance plan.

Woman: Lots of companies have made this transition to cash
- balance. » : '

Brady: Lots of young workers like what they see.

You‘re thirty-four years old. How many companies have
you worked for? :

Miller: 1I‘ve worked for two comp;niés prior to this.

Brady: For thirty--somethings like Kodak manager Mike
Miller, the new plan has one big advantage: If they change
companies, they can take their pension with them. - .

Miller: 1It‘s not likely we’'re going to spend thiity,'v
thirty-five years at one company and recire--retire from

the same company that we joined on with at the start of our: -
career.

Brady: Critics say companies are out to save a buck, big

bucks, but for Miller, cash balance may mean money in the
bank now. : S

That’s an incredible difference for you.

Miller: Yes.
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Brady: Fox Mike Murphy, though, the difference may mean
more years on the job. Remember, he wasg planning to call
it Quits at fifry-eight. o

Murphy: . When you’'re that age, you' re broke-up, busted-up,

your elbows are shot, your shoulders are shot, your back’'s
shot, your kneea are shot.

Brady: Now Mike Murphy says to retire with the pension
hc’'d becn planning on he’ll have to keep climbing those
poles until he’s sixty-five. Tn Niagara Falls, New York,
I’'m Ray Brady for Eye on‘Amaricé.
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NBC Nightly News

Brian Williamg, co-anchor:

#*

- And now to our special series here tonight, Retlring Smart .

Even as the economy.soars, corporate America is locking for
more ways to cut costs. - Now, a new trend that threatens
the once-sacred American workers’ pension plan. Here with
that NBC’s ‘chief flnanczal correspondent, Mike Jensen.

Mike Jensen reporting:

After twenty~flve years worklng for the electric company,

~Jim Bruggeman loocked forward to retiring with a good

pension and plenty of time to work on his golf sw1ng
(Visual of Jim Bruggeman on golf course)

James Bruggeman (Electrlc Company Worker) My wife ahdvI;j

had plans to travel play golf.

Jensen: Then hls Company swltched over to .a new type of
pension plan called cash balance. (Visual of bocklet,

~Charting a new course for the Retlrement Income ?rogram)

Bruggeman: The company indicated to the employeea that
there really wasn’t any change in their benefits‘

Jensen: But Bruggémen did his own arithmetic. (Visual of
. Bruggéman running‘program on laptop computer showing the

difference in his old and new plans in dollars and
percentage amount) _ .

Bruggeman: It was a shock and I was angry, felt betrayed

algo.. I am losing over four hundred’ thousand dollars.

Jensen: . Millions of other older Americans are also losing
as more than five hundred American corporations switch over
to cash value plans, including twenty percent of the

nat;cn 8 biggest companieg. (Visual of large buildings)

Ten million workers affected so far. Older workers' like
Bruggeman suffering most because they’re being dumped out
of their traditional pension plans, the kind that give you
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a bonus for long years of service, base your monthly
pension benefit on your final salary, usually the highest
of your career. (Graphic: Traditional Plans: Bonus For
Long Servicge; Based on Final Salary) ‘

The new cash value plans favor younger workers because the
company puts money away for them right off the bat and they
can take it with them if they change jobs. Why are
companies doing this? (Graphic: Cash Value Plans:
Retirement Money Early, Take It With Them)

Michelle Varnhagen (Pension Rights Center) The real
bottom line here is that employers are locking to cut costs
over time.

Jensen: Experts says older workers like Jim Bruggeman can

lose thirty to fifty percent of their pensicns under the

new plan and never know what hit them. (Visual of the

Bruggemans in their kitchen and page from description of

Thrift Plus Plan) _ /

This audic tape was made as a meeting of actuaries, pension
experts laughing about how easy it is to fool older
workérs. (Audio clip of actuaries; Graphic: It‘s not
-until they’re actually ready to retire that they understand
how -little they’re actually getting. But they‘re happy
while they’'re employed. Yes.) .

Bruggeman’s company, CSW, refused to be interviewed, but i
said in a statement, most of its employees like the new O
plan.. (Graphic: The majority of our employees have ' '
Aenthu31ast1cally embraced the new plan)

But not Bruggeman who is flfty and filed an age
digcrimination complaint with the government. (Visual of
Bruggeman golfing and Charge of Discrimination form)

Bruggeman: I estimate about six or seven years of
additional work to make up for that shortfall.

Jensen: Dollars lost and years, along with the dream of an
early retirement. (Visual of Bruggemans in golf cart) -

Mike Jensen, NBC News, New York.
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TIME
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PROGRAM

May 5, 1898%
5:30-6:00 PM (ET)
CNNEn

Take It Personally

Susan LlSOVlcz, anchor: .
IBM is scrapping its current employee penalon system in

favor of a cash balance plan, and it’s not alone. In
today’s edition of Your Money, John Metaxas explains what

"they are and who they benefit. (Vlsual of IBM Corporate

Headquarters exterior) -

‘ John Metaxas reportlng

Once you got a 3ob at IBM you were set for life. But the
world and IBM have changed and today companies are adaptlng

‘their retirement plans to suit America‘s more mobile

workforce (Visual of -IBM, CBS and Kodak exteriors)

K

IBM, CBS and Eastman Kodak are among companles now
implementing so-called cash balance plans, a kind of

"+ portable pension.

Sam Albert {Technoloéy Consultant) : It wi1l‘he1p'to

- attract better people because it‘s more in tune with

pecple’s thinking. They’re not thinking of longevity and'
staying at a azngle company for many, many years.

Metaxas: Under the cash balance plan, the company ~
contributes money at a steadier rate than in traditional
pensions in which the majority of benefits often do not
accrue until just before retirement. The company saves
money. IBM estimates about two hundred million dollares a
year, and employees are able to take their cash balances
with them if ‘they leave before retlrement

Dallas Salisbury (Employee Beneflt Research Instltute)

The Microsoft’s of the world are offering people a great
401 (k) plan plus stock optidns. They’'re saying we’ll pay
you now. You’ll be rich at the end of a few years, and
there’s a pressure for the companies like IBM or Kodak who'
want to attract those same highly talented young people to
give them the best deal today. .

Metaxas: Under the cash balance plan, older empldyees who
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stay until retirement may see their benefits reduced. But
the cash balance system provides greater protection for
employees forced out of a company before retirement.
Generally cash balance pensions are offered along with
other kinds of retirement plans such as 401(k)s. Experts
advise employees to consider the total retlrement package
when choosing a job.

That’s Your Money. John Metaxas, CNN Financial News, New
York. - : '
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DATE = May 4, 1998
_TIME  6:00-8:00 AM
NETWORK NPR . ;
PROGRAM

Morning Edition

Jack Speer reporting:

Computer maker IBM hag announced it will raestructure the
company’s pension plan covering one hundred and forty-one
thousand workexs in the U.S. NPR's Blaine Korxry reports.

- Elaiue Kogrry reporting:

Beginning July 1, TBM will phaze out its traditional
pension plan in faver of a new formula Known as a cash
balance plan. Under the old plan, long-term employees were
rewarded for their ysars of service with a get monthly
benefit when they retired: The old plan was backlocaded,
meaning that employees accrued moot of their benefits in
their later years of service. :

Uinder the new cash balance plan, employees will otart
“accumulating retirement -benefits much earlier, although at .
2 lower rate. And if they leave IBM before religeuent,
workers will be able to take those benefits with them in

the, Loz 0f 4 lump sum payment.

iBM’s human resources chief says the change was undertaken
to meet the needs ol a younger, more moblle work force. But
accoxding to ocompany documents, IBM also stends te save two
hundred million dollars a year as a result.

Blaine Korry, NPR News, San Francicco.

ERE
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-TUESDAY, MAY 4, 1999 - USA TODAY '

Controversml cash-balance

anwmwwv

- benefits gomg mamstream

i By Stephanie Armour
"USA TODAY

* Say goodbye to the gold pocket watch and
. time-honored retirement plans.
Something new is taking hold. b
" YBM, long regarded as a leader in employee
_}benefits, became the Iatest employer Monday to

abandon {ts lifetime pension program in favor of

%a more flexible plan that lets workers take melr
ﬁretu'ement money with them

from fob to Job.
.. It'scalled a cashrbalance plan,
}and it's a phenomenon sweeping

Corporate America. Employees who aren't ta-
-mitiar with it will probably be hearing about it

-s00n: The move by IBM is a clear sign these ben-) :

;eﬂt plans have hit he malnstream.

- IBM, known for its cradieto-grave care of em-
‘ploye&. made the change because today’s work-
:force Is. dominated by employees who job hop
‘and see less value in traditional pensloas, a

-spokesman says. The ¢company also says it will -

.1save $200 million a year. About 140,000 of the
.-|comnpany’s U.S. employees learned of the change

' {today thm.xgh e-maxl announcements and in-

‘nvest poorly.

COVER STORY . o skt ich i

ternal Web sxt& .
Cash-balance plans are controversial: Crltus
saymeymnmn‘toldex:workexsbydeprivmg

-them of refirement money they had expected

under a traditional pension plan. And because-
the moneycanhepaldmtbefore age 65, work-
ersmayspend it rather than tovesting it for re-
hrement.Orthosewholackﬁnandaimvymw

“IThe only caution would be human nam:'e,
" ¢oncedes Burke Stiuson, “a

- may see six figures set aside and
spenditandthlnkthervewontheloﬁexy It‘snot
meanttobe}akentoﬂzetmck. e

Stiﬂ,moxecash—balanee lansm'eexpectedto

crop as other companies follow Big Blue's lead. !

“It's the why:. of the future, so get used to It,” says

‘Ken McDonneu,amchanahstattheEm ]
ployeé BeneﬂtR&eamh!nstihntzeinWashmgton, I
D.C. “All these compdnies like IBM are adopting '
this. It's a trend catching on and it will definitely: | i
be growing. It’saubewusethenaku'eorworkls

Pléasé see COVER sroay next page > i
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. the Slandard & Poor's 560 index of -

ary at Towers Per- . ‘the new program.
corin. . » Help - in
And when em- ST ‘recrulting. Young-
ployees change o - m- &T er employees tend
jobs, they generally | ‘e , to Hke cash-bafl-
take ' a lUmpsSuUm - nsowooewe | - ance plans, experts.
payment from the - . say, because mon-’
cash-balance plan ) ey atcumulates
with them. ‘ Has new cash-balance plan steadily and the val-
Cash-balance o ue of the benefit
plans are a boon to .seems more (angi:
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Older employees takmg the pensxon hlt, cntlcs say 1

Continued from IA

»»

changing.” .
Companies such as AT&T, Bell At
- lanfic, Cigna, Cincinnati Belt, MCI'

Worldcor, Chase Maphattan, Xemx
and others already have embraced

the plam Citigroup is converting to-a -,

'COVER STORY

cash-balance plan. Some unions wan!

the plans. Studies by benefits consult:

ant Hewift Associates show the num-
ber of employers with cash-balance

plans grew from 5% in 1995 to 12% .

last year

How cash balance works .

Under a traditional defined-benefit
pension, retirees typically get month-
ly payments - until they die. The
armnount is based on the retirees'
years at the compagy and highest

pay In the five years before retire-.
ment. Emgployees have to stay with 3 .

company most of their careers for
the pension to be worth much.

But under cash-balance plans,
money accumulates steadﬂy over
tirme.

Employers generany contribute
4% to 7% of a worker's pay each year
into -an account with a guaranteed
rate of return. In most cases, the re-
turn is tied to the 30yearm:-asury
bond, but some companies are giving
employees a choice of linking it to

large company stocks, says Gordon
Gould, chief actu-

younger workers. A typical person
who works for a company at léast

. five years and quits at age 3{ would

have pension benefits worth 37% of
her final pay in a cash balance plan,
vs. 7% in a traditional pension, ac-

" cording to a ‘study by the Soclefy of .

Actuaries,

By coolrast, a typleal worker who

" left at age 61 would have pension

benefits worth 147% of his final pay
in a cash-balance plan, vs. 213% un-

dera, tradmdnal pension. the study .
“Oftentimes older workexs do get’

* hurt,” says Steven Feinstein, a finance

professor ‘at Babson College in

Wellesley, Mass. “That issue’ comes

up alot™

) The draw of the plans

Nonetheless, companies say (hey

are drawn fo cash-balance plans be~ .

cause they:

» Are portable. Emplc:yets usu-
ally can take the cash in the plan
with them wten. they change jobs.
"Emptoye& who move around a lot

will benefit,” says David Rosenblutn,
a principal at consulting firm Willlam
M. Mercer In New York “To the.
younger workforce, thé traditional
plans weren't very mea_ningtul. If you
are 25 and you quil, the promise of
an annuity doesn't sound like much.”

» Empower employees. Workers
can see quickly, in regular state-
ments mailed out by their employer,
how much retirement cash they
have. . )

“Our employees seem definitely to

pay more attention to it says Jeff

Battcher, at BeliSouth, which has had -

.2 cash-balance’ plan since 1983

"I'ney know how much ‘money they
haveinit™ . .

And, in most cases, emp!oye& can
invest the money as they wish when,
they leave a company. “Instead of be- .
ing taken care of in your old age, it
gives the responsibility to an individ- -

. ual” says Karen Way, 51, ‘an AT&T

management employee in Basking
Ridge, N.J., who has a cash-balance
plan. “It changes the feeling of refire-
ment”

AT&T moved its $10.6 billion plan .
for management to a cash-balance
plan in 1998 Union members also

voted to convert (o

bie.
“If 1 have all young employees,
mey‘re gaing to be interested in cash
says Joé -Sapora, a vice

president with consulting firm The
Hay Group in New York. “It's the stz
zle on the steak. And we've been see-

ing lmge compaanies make. the -

change. 'n‘aditlonal plans e dedtn—
Adds Steve Maszs, at Beu Aﬂan-

‘tt(:"l‘hi:»plan. from our perspective,

Is more;flekible md-msaer for ém-, .
ployees.o understand.”

- The transition fiom tmdltmnai
pension to cash-balance plans can be

. painful for some auploye&s.

Take Stephen Langlle, who spent

djaos
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seeking com-
ment.

" to drive arpund -

" says Langlie, who

COMPARING THE TWO PLANS

“Traditional pmgrams. An employ-
eo gets a iifetime annuity
- ment based on thelr highest final average
m and years of service. The value starts -
but nses sharply toward retirernent.

cash-balance plan; Employers pay
the equivalent of 4% to 7% into an account
foreach employea, and the amount is guaranteed (¢ eaman annuai
interest credut The my amnutates steacﬁiy over. time, -

starting at retire-

nearly 40 years with Lis employer,

Onan, which manufactures power.
equipment and is based in Fridley,
Minn. He says he was told In 1979
that he wopuld pull in between $1,100

to 52,200 under his traditional retire- -
. L. The company will save about $200

ment plan. * -
But the company ‘switched to a

‘cashubaiance pian in 1989, be- says,

Because of that, I.anghe says he now

company. Onan .
did not relutn’'a
call Monday -

“Ins.tead‘ of a,.
plane trip over-
seas, we'll have

focally. Instead of ;
buying a new car, o |-
it will be used,

. Thou h. cash-balance pians
'make up. only 12% of defined
benefit pension’ plans, their
. numbeérs are up from 1995, Per-
centage of plans that use the

A - ! » They will
© .- payatieast 5% of
an employees gruss pay into the ac-
.count: each year Contnbutmns for -
* the 50,000 to 66,000 nud-career work-
ers could be 6% to 9%.
» The plan will go into effect July

.rodilion A year in -pension contribu-
‘Uons. Butitalso is’ putting $2.5 billion
into beefed-up compensatzon pro-

draws just $424 a ) gramS' such as StOCK OpnOﬂS
-month. He and :
_other employees

have sued the 0“ the “se

had worked as
an engineer. “It vldimmd the older
workers and took away benefits«
they'd been promised under the tra—
ditional plan”.

‘Many companies try to nelp ease
the transition for older employees. .

© Towers Perrin reviewed more

. than 100 recent cash-balance con-

verslonsandromdthat,mﬂlevast (

majorlty of the cases, employers
madeé “transiion arrangements {o
protect employees who would other- -
wise be caught in the middle. = -
IBM, for example, will let. the
roughly 35,000 workers with fewer
lhan five years until reffrement opt .
T out of the new

pens!on option

‘and stick with

- the traditional

: program.
- . Other detalls:
. »The compa-
. . ny will open an
"+ account’ for em-
ployees that is
. equivalent ‘to at
| least the present
© | value of what
they have under
-{ the [raditionat .
. pension plan.

" .Changing workforce .
In the USA,, about 40% ‘of lBM’s
_employees jolned the company inthe
. last six years alone. More than 60%
of hiring today is. expenenced profes-
sionals, with the “rest comlng rrom
u%ﬂaw campus&.

'e're-going to still have programs
at the top of the industry,” ga,ys.!osle
Tsao, a vice piesident of co! -

- lion and benefils at IBM. “If you look
al whal’s happenlug in the work- '
force, a lot of peogle are movlng
- from place to place ™"

Debate stifl exists over whether an

; employee Is better off or not under

§mchaplammcraalamrexpeﬂs
say, iswhatpmgmmaoompanysets
up and why they are dolng It.. -
“There is a lot of confusion about

cash balance plans,” says Carol *

Quick, a research analyst at thé Em- -
ployee Benefit Research - Institute,

: “Enlightened companies will be hon-
est ‘and tell employees their reasons
for converting. [f they're domg itto™
save money they should say so*

[ Contribuﬂn& Beth Belton and. Chris-
tine ugas : .
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