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Introduction 
 

Just as the Social Security system of the United States 
faces major long-term financial and stability problems, the 
private defined benefit pension plans offered by many companies 
as well as the Pension Benefit Guaranty Corporation (PBGC), the 
government sponsored safety net for private pension plans, also 
face significant financial issues.  With the PBGC reporting a 
$23.3 billion deficit for the fiscal year 2004 and an estimated 
underfunding of roughly $450 billion by the single employer 
plans that it insures, it should be clear that there is a major 
crisis looming for the future of defined benefit pension 
schemes.  Though proposals have been made by the Congress, there 
is still a great risk that defined benefit pension plans and the 
PBGC may require a government bail out, much like the savings 
and loan crisis in the early 1990s. 
 
The Pension Benefit Guaranty Corporation 
 
 The Pension Benefit Guaranty Corporation was established in 
1974 under the Employee Retirement Income Security Act (ERISA) 
to insure private pension plans and guarantee payments of basic 
pension benefits to covered workers.  The PBGC’s 2004 Annual 
Report indicates the following: 
 

The Pension Benefit Guaranty Corporation (PBGC or the 
Corporation) protects the pensions of 44.4 million workers 
and retirees in 31,200 private defined benefit pension 
plans, including 34.6 million people covered by 29,651 
single-employer plans and 9.8 million people covered by 
1,587 multiemployer plans. These pension plans provide a 
specified monthly benefit at retirement, usually based on 
salary or a stated dollar amount and years of service. PBGC 
guarantees these benefits subject to the limits set by the 
Employee Retirement Income Security Act, which established 
PBGC as a federal corporation in 1974. PBGC operates under 
the guidance of its Board of Directors, which consists of 
the Secretaries of Labor (Chair), Commerce, and the 
Treasury. 
 
PBGC receives no funds from general tax revenues. 
Operations are financed by insurance premiums set by 
Congress and paid by sponsors of defined benefit plans, 
investment income, assets from pension plans trusteed by 
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PBGC, and recoveries from the companies formerly 
responsible for the plans. 
 
PBGC’s mission is to operate as a service-oriented, 
professionally managed agency that protects participants’ 
pension benefits and supports a viable retirement plan 
system by: 
 
• encouraging the continuation and maintenance of 
voluntary private pension plans for the benefit of 
their participants, 
 
• providing timely payments of benefits in the case of 
terminated pension plans, and 
 
• making the maximum use of resources, and maintaining 
premiums and operating costs at the lowest levels 
consistent with statutory responsibilities. 

 
  
 The PBGC’s total deficit for fiscal year 2004 (ending 
September 30) was over $23.5 billion, twice the $11.5 billion 
deficit in the prior year.  The total net loss for 2004 was over 
$12 billion as compared to an $8 billion net loss the previous 
year.   
 

The PBGC operates a single-employer insurance program and a 
multiemployer program for defined benefit pension plans.  The 
single-employer insurance program covers pension benefits when 
an underfunded plan is terminated.  This program covers over 
34.6 million workers and retirees in 29,600 defined benefit 
pension plans.  The single-employer program experienced a net 
loss of $12.067 billion in 2004 as compared to a $7.6 billion 
loss in 2003, resulting in deficits of $23.3 and $11.2, 
respectively.  As of the end of fiscal year 2004, the single-
employer program paid benefits to 517,900 participants, up from 
458,800 in 2003 and 344,310 in 2002.  There were 3,469 plans 
trusteed or pending trusteeship by PBGC at the end of fiscal 
year 2004, higher than 3,277 in 2003 and 3,122 in 2002.   

 
A multiemployer plan is a pension that is sponsored by two 

or more employers who have collective bargaining agreements with 
one or more unions.  Multiemployer plans are common in trucking, 
retail food, construction, and textiles.  The multiemployer 
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program covers the payment of benefits at a guaranteed level 
when the pension is unable to do so, rather than when a plan is 
terminated.  When the plan is insolvent, the PBGC provides 
financial assistance to the pension plan rather than assuming 
the liabilities, as when a plan is terminated.  The 
multiemployer plan currently covers about 9.8 million workers 
and retirees in 1,600 insured plans.  The multiemployer program 
had net income of $25 million in 2004 compared to a $419 million 
loss in 2003.  The multiemployer program deficit for 2004 was 
$236 million as compared to $261 million the prior year.  There 
were 320 participants receiving monthly benefits from the PBGC 
and twenty-seven plans receiving financial assistance at the end 
of fiscal year 2004, as compared to 390 participants receiving 
benefits in 2003 and twenty-four plans receiving financial 
assistance. 

 
It is evident from this, then, that the bulk of the PBGC’s 

financial problems stems from the single-employer program that 
covers underfunded plans that have been terminated.       

 
 Other highlights from the PBGC’s 2004 operations include 
the following: 
 

• PBGC’s annual benefit payments continued to rise, exceeding 
$3 billion for the first time as the number of people 
receiving monthly payments passed 500,000. 

 

• Total premium revenues increased to $1.5 billion, 
reflecting increases in the amount of variable-rate 
premiums paid by underfunded plans. 

 

• PBGC took responsibility for the benefits of 147,500 new 
participants during the year, well above historical norms. 

 

• PBGC issued almost 50 percent more final benefit 
determinations in 2004 than in any prior year. 

 
• About 1,189 standard terminations were submitted to PBGC 

during 2004, slightly more than last year and the first 
increase in 14 years. 
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• While the number of PBGC-insured plans continued a slow 
decline, the number of covered participants increased 
slightly from 44.1 million to 44.4 million. 

 
Elaine Chao, Secretary of Labor and Chairman of the Board 

of the PBGC, indicates the following in her message included in 
the annual report with respect to the financial situation facing 
the PBGC: 
 

It is important to stress that, despite the financial 
pressures facing PBGC, the Corporation’s more than $39 
billion in assets enable it to continue paying participants 
their guaranteed benefits for a number of years. However, 
with more than $62 billion in liabilities, it is clear that 
the Corporation does not have sufficient resources to meet 
all of its long-term obligations.  This affects not only 
the more than 1 million Americans who are now directly 
dependent on PBGC for their pension income, but the 44 
million Americans whose pensions PBGC insures. 
 
Bradley D. Belt, Executive Director of the PBGC, indicates 

the following in the Executive Director’s Report section of the 
2004 Annual Report: 

 
…As the defined benefit system has come under pressure—from 
pension underfunding, changing workforce demographics and 
increased competition from companies with lower cost 
structures that do not include defined benefit pensions—so, 
too, has the insurance program. This was starkly evident in 
2004, as the program sustained the largest financial losses 
in its history. 
 
However, these losses were only one of the challenges 
confronting the insurance program during 2004. PBGC also 
faced a swelling workload as it assumed administrative 
responsibility for the benefits of nearly 150,000 
additional participants in failed single-employer pension 
plans. No less demanding were PBGC’s efforts to monitor, 
measure and mitigate the varied and growing risks facing 
the pension insurance program. All of this occurred 
alongside the need to continue to raise the level of 
service PBGC provides to its customers. The financial, 
operational and policy challenges facing PBGC have never 
been greater. 
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By improving our processes, adopting new technology 
solutions and strengthening our workforce, we are 
responding to the challenges. We are committed to providing 
the highest level of customer service and to ensuring a 
more secure retirement for American workers and retirees. 

 
PBGC’s ability to manage its finances is severely limited. 
Unlike a private insurer, PBGC cannot control its revenues 
and cannot control its expenses. PBGC’s premiums are set by 
Congress, and companies sponsoring insured pension plans 
can transfer their unfunded liabilities to PBGC as long as 
they meet the statutory criteria. In 2004, the single-
employer insurance program posted its largest loss and 
largest year-end shortfall in the agency’s 30-year history. 
For the year, completed and probable pension plan 
terminations required PBGC to record financial losses 
totaling $14.7 billion. By year-end, these losses had more 
than doubled the program’s deficit to $23.3 billion.  
 
It must be emphasized that PBGC has sufficient assets on 
hand to continue paying benefits for a number of years.  
However, with $62.3 billion in total liabilities against 
only $39 billion in total assets, the single-employer 
program lacks the funds to pay a significant portion of the 
future benefits for which it is obligated. In addition, the 
program remains exposed to $96 billion in potential losses 
from underfunded plans sponsored by non-investment-grade 
companies. 
 
PBGC’s separate program for multiemployer plans recorded 
net income of $25 million due primarily to the program’s 
income from premiums and investments, which more than 
offset additional losses recorded for future nonrecoverable 
financial assistance. At year-end, the multiemployer 
program reported a reduced deficit of $236 million. 
 
…The current massive underfunding of defined benefit 
pensions, compounded by the financial struggles of major 
industries that rely heavily on these pensions, has greatly 
increased the risk of loss for the pension insurance 
program.  In response, PBGC is monitoring the financial 
condition of more plans more closely to manage its risks 
and minimize losses for the insurance program. When 
necessary, PBGC will move forcefully, in negotiation or 
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litigation, to protect the benefits of plan participants 
and the interests of the insurance program. 
 
During 2004, PBGC took action in several high-profile 
bankruptcies, particularly in the airline industry. In the 
case of United Air Lines, which is ongoing, PBGC has acted 
to enforce the company’s obligation to continue funding its 
defined benefit plans while undergoing reorganization in 
bankruptcy. PBGC also secured an important bankruptcy court 
ruling in a dispute with US Airways. That court rejected 
the airline’s challenge to the amount of PBGC’s claim for 
underfunding in the US Airways pension plan for pilots, 
which PBGC trusteed in 2003. The ruling was a victory for 
the financial integrity of the federal pension insurance 
program and affirmed that PBGC’s claim against sponsors who 
terminate their pension plans is governed by ERISA, not 
bankruptcy law. 
 
PBGC’s intervention in the still-pending bankruptcy of 
Enron Corporation promises to secure valuable additional 
funding for the benefits of Enron employees. Out of concern 
that the company’s proposed plan of reorganization made 
inadequate provision for either maintaining four of Enron’s 
defined benefit plans or placing the pension obligations 
with a private sector insurer, PBGC initiated proceedings 
to terminate the plans. That action, and PBGC’s objection 
to the disposition of certain Enron assets, led Enron to 
agree to place several hundred million dollars in an escrow 
account to fund a standard termination of the plans. 
Standard termination would preserve full benefits for the 
plans’ participants and protect the insurance program from 
any loss in this case. 
 
While willing to negotiate appropriate settlements, PBGC 
continued to actively litigate cases across the country, 
several of which resulted in important rulings for the 
insurance program. For example, as the year came to a 
close, an appeals court ruled for PBGC in reversing an 
earlier district court decision setting the termination 
date for several plans sponsored by Republic Technologies 
International.  PBGC had sought a termination date before 
the declared shutdown of the company but the district court 
chose a later date. The appeals court found that the lower 
court failed to give appropriate deference to PBGC’s 
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conclusion that it faced an unreasonable increase in 
liabilities if the court selected a termination date after 
the shutdown. By upholding the earlier date, the appeals 
court protected the insurance program from absorbing an 
additional $96 million in unfunded shutdown benefits that 
were neither funded nor insured by the company. 

  
The 2004 annual report concludes the following with respect 

to the magnitude of the potential future liabilities facing the 
PBGC and the underfunded status of private defined benefit 
pension plans covered: 

 
As of September 30, 2004, the single-employer and 
multiemployer programs reported deficits of $23.305 billion 
and $236 million, respectively.  To date, neither program’s 
deficit has affected the Corporation’s ability to maintain 
liquidity and meet its obligations. However, neither 
program at present has the resources to fully satisfy 
PBGC’s long-term obligations to plan participants. The 
single-employer program has assets of nearly $39 billion 
and the multiemployer program has assets in excess of $1 
billion. Sufficient liquidity exists to meet the programs’ 
obligations for a number of years. 
 
SINGLE-EMPLOYER AND MULTIEMPLOYER PROGRAM EXPOSURE 
Measures of risk in PBGC’s insured base of plan sponsors 
suggest that the single-employer deficit may continue to 
worsen. PBGC’s best estimate of the total underfunding in 
plans sponsored by companies with credit ratings below 
investment grade and classified by PBGC as reasonably 
possible of termination as of September 30,2004, was $96 
billion. The comparable estimates of reasonably possible 
exposure for 2003 and 2002 were $82 billion and $35 
billion, respectively. These estimates are measured as of 
December 31 of the previous year…. For 2004, this exposure 
is concentrated in the following sectors: manufacturing; 
transportation, communication and utilities; and wholesale 
and retail trade. 
 
PBGC estimates that the total underfunding in single-
employer plans exceeded $450 billion (unaudited), as of 
September 30, 2004, and exceeded $350 billion (unaudited) 
as of September 30, 2003. A comparable estimate was not 
made in 2002. PBGC’s estimate of underfunding as of 



    

Thinking Outside the Boxe 
A Division of Global Financial Analysts, Inc. 

PO Box 6895 
Myrtle Beach, SC  29572 

www.thinkingoutsidetheboxe.com 
Copyright 2005 Thinking Outside the Boxe 
 

The Pension Crisis 
Publication Date:  June/July 2005 
Page 9 

September 30, 2004, is largely (about 80%) based upon 
employers’ reports to PBGC under section 4010 of ERISA of 
their December 31, 2003, market value of assets and 
termination liability. These values were then rolled 
forward to September 30, 2004, on a plan-by-plan basis 
using an average pension asset return from published 
reports, an average benefit accrual increment, and a 
liability adjustment factor to reflect the change in 
interest factors. The roll forward did not adjust for 
contributions, benefit payments, changes in liabilities due 
to the passage of time, or plan amendments since this 
information was not readily or reliably available. PBGC’s 
exposure to loss is less than these amounts because of the 
statutory limits on insured pensions. For single-employer 
plans sponsored by employers that do not file with PBGC 
under section 4010 of ERISA,PBGC’s estimates are based on 
data obtained from other filings and submissions with the 
government and from corporate annual reports for fiscal 
years ended in calendar 2003.   
 
Total underfunding of multiemployer plans is estimated to 
exceed $150 billion (unaudited) at September 30, 2004. In 
2003, PBGC estimated multiemployer underfunding at $100 
billion (unaudited).  Multiemployer plan data is much less 
current and complete than single-employer data — it is 
generally two years older and in some cases three years 
older than single-employer data and comes only from Form 
5500 filings. 
 
PBGC estimates that, as of September 30, 2004, it is 
reasonably possible that multiemployer plans may require 
future financial assistance in the amount of $108 million. 
As of September 30, 2003 and 2002, these exposures were 
estimated at $63 million and $127 million, respectively. 
 
There is significant volatility in plan underfunding and 
sponsor credit quality over time, which makes long-term 
estimates of PBGC’s expected claims difficult. This 
volatility, and the concentration of claims in a relatively 
small number of terminated plans, have characterized PBGC’s 
experience to date and will likely continue. Among the 
factors that will influence PBGC’s claims going forward are 
economic conditions affecting interest rates, financial 
markets, and the rate of business failures. 
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Under the single-employer program, PBGC is liable for the 
payment of guaranteed benefits with respect only to 
underfunded terminated plans.  An underfunded plan may 
terminate only if PBGC or a bankruptcy court finds that one 
of the four conditions for a distress termination, as 
defined in ERISA, is met or if PBGC involuntarily 
terminates a plan under one of five specified statutory 
tests. The net liability assumed by PBGC is generally equal 
to the present value of the future benefits payable by PBGC 
less (1) the amounts that are provided by the plan’s assets 
and (2) the amounts that are recoverable by PBGC from the 
plan sponsor and members of the plan sponsor’s controlled 
group, as defined by ERISA. 
 
Under the multiemployer program, if a plan becomes 
insolvent, it receives financial assistance from PBGC to 
allow the plan to continue to pay participants their 
guaranteed benefits. PBGC recognizes assistance as a loss 
to the extent that the plan is not expected to be able to 
repay these amounts from future plan contributions, 
employer withdrawal liability or investment earnings. 
 
A recent study by the Center on Federal Financial 

Institutions, a Washington D.C. think tank, indicates that the 
PBGC would require a $78 billion cash infusion next year unless 
there is significant change to the manner in which companies 
manage their defined benefit pension plans.  In addition, the 
COFFI indicates that the PBGC’s deficit could be in excess of 
$100 billion if all the legacy airlines were to turn over their 
pension plans to the PBGC1. The COFFI also estimates that the 
PBGC will exhaust its cash resources by 20212.   
 
The Mounting Pension Crisis in Corporate America 
 

The financial instability facing U.S. pension plans has 
grown over the last several years.  The losses experienced by 
the PBGC over the last four years have represented over 70% of 
all claims from terminated defined benefit pension plans since 

                                                        
1 “Pension safety net’s ‘$78bn hole,’” Norma Cohen, The Financial Times, 
November 19, 2004. 
2 “More woe for pension safety net,” Norma Cohen, The Financial Times, 
November 16, 2004. 
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the agency was created by the Congress in 1974.3  This should be 
a clear indication that many companies may have made overly 
generous promises to workers regarding their defined benefit 
pension plans without regard for the long-term viability of such 
plans in changing competitive landscapes.  

   
Douglas Holtz-Eakin, director of the Congressional Budget 

Office, estimates that private sector retirement plans are 
underfunded by over $600 billion4.  Though not all of these 
pensions will be terminated, this indicates that there is 
potentially a substantial drag on corporate America as companies 
with underfunded plans seek to top off the funding gaps.  Some 
of the best known U.S. companies have underfunded pension plans, 
as illustrated in the following table. 

 
Pension Underfunding

Company Underfunding
(in $ billions)

Ford $12.31

Exxon Mobil $11.50
General Motors $7.53

IBM $7.38
Delta Air Lines $5.30

Lockheed Martin $4.88

Delphi $3.98
Boeing $3.80

Raytheon $3.64

DuPont $3.51
United Technologies $3.14

Goodyear $3.12

Pfizer $2.98
Dow Chemical $2.80

Excelon $2.76

Proctor & Gamble $2.35
ConocoPhillips $2.18

Hewlett-Packard $2.09
Altria $2.05

Alcoa $1.95

Total $89.25
Source:  S&P as quoted in

"While pensions fall short, CEOs fly high,"

Michael Brush, MSN Money, June 22, 2005.  
                                                        
3 “US pension safety net reveals $14.3 billion losses,” Amy Yee, The Financial 
Times, May 27, 2005. 
4 “While pensions fall short, CEOs fly high,” Michael Brush, MSN Money, June 
22, 2005. 
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 Though companies such as Exxon Mobil are able to currently 
service their pension plans with little difficulty, a downturn 
in the energy markets could precipitate a fall in earnings which 
could endanger the company’s ability to fund its pension 
programs.  However, companies such as Ford and General Motors 
are confronted with a more serious situation.  GM reported a 
quarterly loss of over $1.1 billion in the first quarter of 
2005, due to falling sales and rapidly rising healthcare costs5.  
With healthcare and pension costs now a larger share of expenses 
that its steel costs and a downgrade of its credit rating to 
junk bond status, GM could have difficulties raising funding in 
the future and meeting its pension plan obligations.     

 
United Airlines’ transfer of $6.6 billion in pension 

liabilities to the PBGC in April 2005 was the largest transfer 
of liabilities in the PBGC’s history, significantly higher than 
the $3.6 billion claim by Bethlehem Steel in 20026.  As a result 
of the termination of four of its pension plans and the 
assumption of the liabilities by the PBGC, United agreed to 
issue the PBGC $500 million in senior subordinated notes, $500 
million in convertible notes, and up to $500 million payable in 
eight tranches of notes to be issued after 2008 if the 
reorganized United meets performance targets.  This could result 
in the PBGC becoming the largest shareholder in the reorganized 
United, once it emerges from bankruptcy.   

 
The PBGC also owns an equity stake in US Airways, which it 

received after the airline terminated its pilots’ pension plan, 
and is the airline’s largest unsecured creditor7  The PBGC also 
assumed $2.3 billion in liabilities from US Airways in April.       

 
Shifting pension plan obligations to the PBGC likely gives 

those companies (such as United and US Airways) a competitive 
advantage over other companies in the industry that may still be 
burdened by their own pensions.  As a result, these companies 
(such as Delta and Northwest) may also be tempted to pass on 

                                                        
5 “GM blames rising healthcare costs and falling sales for quarterly loss of 
$1.1 bn,” James Mackintosh & Bernard Simon, The Financial Times, April 20, 
2005. 
6 “US pension safety net reveals $14.3 billion losses,” Amy Yee, The Financial 
Times, May 27, 2005. 
7 “Pension deal could see government body becoming United’s biggest 
shareholder,” Caroline Daniel, The Financial Times, April 25, 2005. 
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their pension obligations to the PBGC in order to become more 
competitive.  Though this may help the companies in the 
industry, the ripple effect of their actions would only compound 
the financial instability of the PBGC.   

 
The Congress has been examining this issue in light of the 

potential bankruptcy filing of Delta Airlines and Northwest, 
both of which face competitive disadvantages stemming from their 
pension plan obligations.  A bill in the Senate proposes 
allowing airlines, which have suffered from higher fuel costs 
and soaring pension obligations, to stretch payments for 
underfunded pensions over the next fourteen years (as opposed to 
the twenty-five year time frame originally proposed by Senator 
Johnny Isakson and Senator John D. Rockefeller).   
 
 As the corporate pension issue has escalated, those U.S. 
companies that have been able to do so have increased the 
average funding level to 88% in 2004 from 84% in previous years.  
However, Towers Perrin, an independent consultant, estimates 
that the deferred cost for the largest eighty-one defined 
benefit pension plans in the U.S. increased to $252 billion.  In 
addition, the average Fortune 100 company has more than $3 
billion in deferred pension costs that may have an adverse 
impact upon future financial performance8.  These factors, 
combined with the increase in pension obligations each year, 
could create significant financial strains on companies in the 
future as they seek to fund their pension obligations.  As these 
reductions from future earnings begin to materialize, this could 
have an adverse impact upon the share prices of those companies, 
which could, in turn, erode much of the net wealth that has 
accrued to American investors in the equity markets.   
 
 In addition to the mounting pension problems, Americans 
have been saving less of their disposable income, choosing 
consumption that fuels the economy instead.  Since 1974, the 
savings rate has fallen from roughly 10% of disposable to less 
than 1% of disposable income in 2004, with Americans saving 
roughly $0.40 per every $100 of disposable income.  As a percent 
of nominal GDP, the United States ranks towards the bottom of 
industrial countries with respect to savings:  Gross national 
savings as a percent of nominal GDP is over 25% in Japan, over 

                                                        
8 “US pensions crisis worsening, despite millions spent by companies to plug 
gap,” Dan Roberts & Norma Cohen, The Financial Times, January 10, 2005. 



    

Thinking Outside the Boxe 
A Division of Global Financial Analysts, Inc. 

PO Box 6895 
Myrtle Beach, SC  29572 

www.thinkingoutsidetheboxe.com 
Copyright 2005 Thinking Outside the Boxe 
 

The Pension Crisis 
Publication Date:  June/July 2005 
Page 14 

20% in Canada, France, and Germany, and nearly 20% in Italy.  
The United States and United Kingdom rank at the bottom at just 
under 15% gross national savings as a percent of nominal GDP.  
This low savings rate places many Americans in jeopardy should 
their pensions be reduced upon retirement as a result of 
underfunding or termination of the plan.   
 

However, despite the low savings rate, Americans have 
benefited significantly from the gains in real estate and stock 
portfolios, which have added over $9,400 billion in household 
wealth over the last two years.  Net wealth is now 550% of 
annual disposable income, well above the 478% average since 
19529.  This may seem to mitigate the need for increased savings, 
but capital gains are not actual gains until the real or 
financial asset is sold.  As many investors learned, quite 
painfully, in the late 1990s and early 2000s, paper capital 
gains can be quickly eroded by a market turndown in equities.  
The current low level of savings in the U.S. could become a 
serious problem should a market downturn in equities or real 
estate erode the wealth created over the last several years—
wealth that many Americans may be counting upon to supplement 
their retirement. 
 
 It should be clear, then, that corporate America faces a 
great number of challenges with respect to defined benefit 
pension obligations.  This situation is much the same as that 
confronted by the United States government in dealing with the 
long-term solvency of the Social Security system.  As pension 
obligations continue to rise, many companies may be tempted to 
offload their pension obligations onto the PBGC, further 
compromising this institution’s already weak financial 
condition.  Clearly, these pension obligations are the 
responsibility of the companies that originated the plans; they 
are not the long-term responsibility of the PBGC, the United 
States government, or the taxpayers. 
 

Pension reform must be undertaken to ensure the long-term 
sustainability of both the PBGC and the corporate pension 
system.  Private pension reform is not the responsibility of the 
taxpayers; it is the responsibility of the company that commits 
to the pension obligations.  Any reform must ensure that workers 

                                                        
9 “Low savings rate leaves Americans vulnerable,” Christopher Swann, The 
Financial Times, June 23, 2005. 
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are protected as much as reasonably and economically possible 
whilst also placing the burden of fixing the defined benefit 
pension problem upon the companies that have made these promises 
to their workers.   
 
Solving the Problem 
 

With respect to reforming the PBGC, Mr. Bradley Belt, 
Executive Director of the PBGC, indicated the following in the 
2004 annual report: 
 

While PBGC is doing all it can within the current statutory 
framework to protect the integrity of the federal pension 
insurance program, it is clear that legislative changes are 
necessary to ensure the program’s long-term viability. For 
several years, the Bush Administration and PBGC have called 
for policy and statutory changes to ERISA. We will be 
working with Congress to effect the necessary reforms in 
2005. 
 
The principal structural flaw is an overly complex set of 
funding rules for defined benefit plans. These rules saddle 
financially healthy companies with perverse incentives not 
to fully fund their plans while allowing financially 
troubled companies to forgo funding their promises for many 
years. 
 
A second flaw is “moral hazard.” A properly constructed 
insurance system has mechanisms for encouraging responsible 
behavior and discouraging risky behavior. The federal 
pension insurance program lacks these basic checks and 
balances.  There are no risk-based underwriting standards 
and few consequences for not funding pension promises. If a 
company promises more than it is able to afford, it can 
shift the cost of the benefits to other companies, 
including competitors, through the insurance program. 
 
Another flaw is the lack of transparency in the pension 
system. Publicly available information about pension plans 
often is stale and misleading. The system’s opaqueness 
discourages accountability and market discipline, and key 
stakeholders are prevented from responding effectively to 
current problems. Worst of all, workers are often the last 
to know of problems with their pension plans. 
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Finally, the Corporation’s ability to protect the interests 
of plan participants and premium payers is extremely 
limited, especially when a plan sponsor enters bankruptcy. 
Currently, the agency has few tools at its disposal other 
than to move to terminate a plan. 
 
Given the serious challenges facing the pension insurance 
program, no amount of tinkering will achieve the lasting 
solution needed to put the insurance program on a sound 
footing and to restore the confidence of workers and 
retirees who rely on PBGC’s pension protection. 

 
Only a considered and comprehensive approach will improve 
the financial health of the private defined benefit system, 
protect participants’ benefits, and return the insurance 
program to financial strength. 
 
These reforms should take several forms. We must streamline 
and strengthen the current funding rules to provide sounder 
pension funding. Weaknesses in current law should be 
eliminated to ensure that troubled plans are brought closer 
to full funding, and the rules should be simpler and 
provide greater flexibility to financially healthy plan 
sponsors. 
 
We must implement a rational premium structure for the 
pension insurance program. This structure should meet the 
program’s long-term revenue needs, provide incentives for 
full funding of covered plans, and appropriately reflect 
the risks faced by the program, including both potential 
claim incidence and claim severity. 
 
We must require more timely, meaningful information on 
pension plans’ funding levels. This will ensure that those 
with a stake in the pension system—workers, retirees, 
investors and regulators—can make decisions based on 
current, accurate information. 
 
Lastly, PBGC needs better tools to carry out its statutory 
responsibilities in an effective way. Providing the 
insurance program with additional options would strengthen 
the program while prompting creditors to encourage better 
plan funding. 



    

Thinking Outside the Boxe 
A Division of Global Financial Analysts, Inc. 

PO Box 6895 
Myrtle Beach, SC  29572 

www.thinkingoutsidetheboxe.com 
Copyright 2005 Thinking Outside the Boxe 
 

The Pension Crisis 
Publication Date:  June/July 2005 
Page 17 

A number of potential solutions have been offered to solve 
the pension crisis currently facing the PBGC.  Options to deal 
with the potential cash flow shortage of the PBGC include a 
reduction in benefit payments, premium increases for insured 
plans, and a tax payer bailout similar to that during the 
savings and loan crisis.   
 

The White House and members of the Congress have suggested 
that companies with underfunded defined benefit pension plans 
should be required to pay a higher premium to the PBGC, given 
the higher risk associated with termination of the plan and the 
assumption of liabilities by the PBGC.  This change would place 
the responsibility of funding the pension plans upon the private 
companies that originated the defined benefit pensions10--exactly 
where such responsibility belongs.  This risk-based approach 
would be similar to that used by commercial insurance companies 
and to the Basel II banking accords that link banks’ required 
capital to the level of risk of its portfolio.  However, 
increasing the premiums of companies already in financial 
trouble may compound the problems and prompt those companies to 
turn over their pensions to the PBGC. 
  
 Below investment grade companies had pension plans that 
were underfunded by an estimated $96 billion in fiscal year 
2004, as compared to $82 billion the prior year.  Proposals to 
strengthen the status of private defined benefit pension plans 
include an increase in premiums paid to the PBGC based on the 
credit rating of the plan sponsor and the plans unfunded 
liabilities.  As a result, plans would, in theory, be encouraged 
to improve the funding of their plans and increase their 
investment in long-term bonds rather than equities.   
 

When the 30-year Treasury bond was dropped during President 
Bush’s first term, the discount rate used for computing the 
current value of future liabilities for pensions was based on a 
four year trailing average of three bond indices.  As a result, 
the discount rate, which was roughly 6.10% for 2004, was higher 
than actual market interest rates; this may, in essence, 
underestimate the total liabilities of the defined benefit 
pension plans as there is an inverse relationship between the 

                                                        
10 “Wave of proposals map out course for future of pensions,” Stephanie I. 
Cohen, MarketWatch, June 12, 2005. 
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discount rate and the present value of future benefit payments. 
(This rule is due to expire in 2005.)   

 
In addition, current accounting standards also allow 

pensions to account for assets based on long-term expected 
returns rather than realized gains; this has prompted many 
pension fund managers to over invest in equities.  Marking the 
assets to market values could result in volatile balance sheets 
but may encourage pension managers to invest more heavily in 
long-term bonds that more accurately match the duration of 
assets to liabilities11.     
 
 Based on our assessment of the pension situation, Thinking 
Outside the Boxe believes that any pension reform plan should 
place responsibility for funding defined benefit pensions plans 
upon the companies that have such plans.  Furthermore, companies 
should be encouraged to have fully funded plans by penalizing 
those firms whose plans are underfunded.  Therefore, Thinking 
Outside the Boxe proposes the following options for a pension 
reform plan: 
 

• Risk-based Premium System—A risk-based system of premiums 
payable to the PBGC.  As the level of underfunding 
increases, the premium increases substantially.  This 
should provide an incentive to fully fund the corporate 
pension plan. 

    
• Discount Rate Standard—A standard discount rate should be 

used across the board in calculating the pension 
obligations of private defined benefit pension plans. 

 
• Mark-to-Market Standard for Assets—A mark-to-market 

standard for valuing pension plan assets provides a more 
conservative method of determining a plan’s 
under/overfunding.  Moving away from assumptions regarding 
the plans’ future returns prevents distortions from 
aggressive accounting assumptions and may provide a clearer 
picture of the plans’ funding status. 

 

                                                        
11 “A case of pension deficit disorder,” The Financial Times, February 24, 
2005. 
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• Minimum Funding Requirements—A minimum level of funding 
requirements for a defined benefit pension plan should 
ensure solvency of the plan for the long-term. 

 
• Tax Free Contributions to Pension Plans—A company’s 

contributions to its defined benefit pension plan should be 
tax deductible to provide management with an incentive to 
fully fund their plans.  

 
Risk Based Premium System 
 
 This proposal has already been offered by the White House 
and the Congress.  Thinking Outside the Boxe supports this facet 
of pension plan reform.  To simplify this proposal, Thinking 
Outside the Boxe would suggest that the premium be increased 
proportionally as the level of underfunding increases.  
Currently, single-employer plans pay a flat rate of $19 per 
participant annually.  Underfunded single-employer plans pay an 
additional variable-rate premium of $9 per $1,000 of 
underfunding.     
 

Thinking Outside the Boxe suggests that for fully funded 
plans, the premium is set at a base level—the lowest premium 
level payable—currently $19 per plan participant annually for 
single-employer plans.  As long as the company maintains a fully 
funded status, the premium remains at this favorable, low level.  
It would not be unreasonable to reward companies with overfunded 
plans by offering a credit of 1% towards their premium for every 
$1,000 of overfunding.  For example, a firm that has overfunding 
of $100,000 would receive a credit the following year towards 
their premium of $1,000.  This credit could not, of course, 
exceed the premium the company would be anticipated to pay at 
the base level of $19 per plan participant12.           
 
 For plans that are not fully funded, the variable-rate 
premium is $9 per $1,000 of underfunding (0.9%).  In theory 
then, Ford, which has an underfunded status of roughly $12.31 
billion, would pay an additional $111 million in variable-rate 
                                                        
12 For example, if a company has a credit due of $1,000 but the premium is 
only $475 ($19 premium x 25 employees), the remaining $525 balance of the 
credit would not be carried over to the next year and would not be refunded 
in the form of a refund check.  The maximum amount of the benefit to the 
company is limited to the amount of premium that would have been paid to the 
PBGC. 
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premiums to the PBGC.  For the top twenty underfunded plans 
(presented in a previous chart), the total underfunding is in 
excess of $89.2 billion.  As a result, these companies are 
paying, in theory once again, over $803 million in variable rate 
premiums to the PBGC.  Though this is reasonable, Alcoa pays the 
same 0.9% variable-rate premium that Ford pays, even though 
Aloca’s pension underfunding is only 16% the size of Ford’s 
underfunding.  Logically, Ford’s variable-rate premium should be 
substantially higher than that of Alcoa, given the size of the 
underfunding and the inherent increased risk associated with 
Ford. 
 

Based on this, Thinking Outside the Boxe believes that the 
variable-rate premium should be increased as the size of the 
underfunding, and thus the risk, increases.  It could be argued 
that the premium should then be adjusted for the risk level of 
the firm, by using a measure of cash flow, credit rating, or 
some other metric.  Exxon Mobil is, by all indications, less 
likely to have a problem funding its pension than is Ford.  
Therefore, the argument goes, why should Exxon Mobil be 
penalized when it is clearly not as risky as Ford?  Thinking 
Outside the Boxe argues that the reform of the pension system 
should encourage firms to fully fund their pension plans.  A 
high variable-rate premium, then, may provide the incentive to 
fully fund the plan, which would greatly reduce the risk to the 
firm and to the PBGC.      
 
 Having said this, Thinking Outside the Boxe proposes that 
the variable-rate premium payable to the PBGC be restructured 
according to the following table. 
 

Thinking Outside the Boxe

Proposed Variable Rate Premium Changes
Level of Change Proposed $ VR Premium

Underfunding VR Premium Per $1,000 Underfunding
Less than $1 billion 1x $9

 $1-$4.9 billion 2x $18
 $5.0-$7.49 billion 3x $27

 $7.5-$9.9 billion 4x $36
 $10+ billion 5x $45  

 
 As may be seen from the table above, the increase in the 
variable-rate premium for underfunded plans is significant and 
should serve to inspire companies to lower the underfunding of 
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their pension plans.  Based on the above changes to the 
variable-rate premium paid to the PBGC, the top twenty U.S. 
companies with underfunded pensions (as previously discussed) 
would pay a much higher premium to the PBGC.  As can be seen in 
the following table, the total variable-rate premium income to 
the PBGC from the top twenty companies with underfunded pensions 
increases over threefold to roughly $2.5 billion.   
 
Thinking Outside the Boxe 

Proposed Changes to PBGC Variable-Rate Premium
Company Underfunding Implied TOTB Proposed VR TOTB Implied 

(in $ billions) VR Premium VR Premium/$1,000 VR Premium

Ford $12.31 $110,790,000 $45 $553,950,000
Exxon Mobil $11.50 $103,500,000 $45 $517,500,000

General Motors $7.53 $67,770,000 $36 $271,080,000
IBM $7.38 $66,420,000 $27 $199,260,000

Delta Air Lines $5.30 $47,700,000 $27 $143,100,000
Lockheed Martin $4.88 $43,920,000 $18 $87,840,000

Delphi $3.98 $35,820,000 $18 $71,640,000
Boeing $3.80 $34,200,000 $18 $68,400,000

Raytheon $3.64 $32,760,000 $18 $65,520,000
DuPont $3.51 $31,590,000 $18 $63,180,000

United Technologies $3.14 $28,260,000 $18 $56,520,000
Goodyear $3.12 $28,080,000 $18 $56,160,000

Pfizer $2.98 $26,820,000 $18 $53,640,000
Dow Chemical $2.80 $25,200,000 $18 $50,400,000

Excelon $2.76 $24,840,000 $18 $49,680,000
Proctor & Gamble $2.35 $21,150,000 $18 $42,300,000

ConocoPhillips $2.18 $19,620,000 $18 $39,240,000
Hewlett-Packard $2.09 $18,810,000 $18 $37,620,000

Altria $2.05 $18,450,000 $18 $36,900,000
Alcoa $1.95 $17,550,000 $18 $35,100,000
Total $89.25 $803,250,000 $2,499,030,000

 
  

These figures are significant and may be a disincentive for 
companies to continue running massive underfunded positions in 
their pension plans.  Thinking Outside the Boxe believes that 
the adjustment to the variable-rate premiums as discussed above 
are an appropriate rate regime that compensates the PBGC for the 
increased risk associated with larger underfunded pensions that 
it insures whilst also encouraging those companies to lower 
their underfunded status in order to reduce large premiums paid 
annually.  In addition, this increase in variable-rate premiums 
may help to provide for the long-term financial survival of the 
PBGC. 
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Discount Rate Standard 
 
 The discount rate is the interest rate used to discount the 
pension’s future liabilities back to a single, lump sum in the 
present.  As previously discussed, when the 30-year Treasury 
bond was dropped, the discount rate used for computing the 
current value of future liabilities for pensions was based on a 
four year trailing average of three bond indicies.  As a result, 
the discount rate, which was roughly 6.10% for 2004, was higher 
than actual market interest rates, which may have underestimated 
the total liabilities of the defined benefit pension plans.  
Recall that there is an inverse relationship between the 
discount rate and the present value of future benefit payments.  
For example, the following table provides a present value 
calculation of $1,000 annual payments in perpetuity using two 
different discount rates13. 
 

Present Value Calculation Comparison
Annual Payment $1,000,000 $1,000,000

Discount Rate 4.8% 6.1%
Valuation $20,833,333 $16,393,443  

 
 As is illustrated in the previous example, if a defined 
benefit pension is anticipated to have annual benefit payments 
of $1 million, the present value of the liabilities is $16.4 
million using the average discount rate of three bond indices 
(6.1%).  Using a market interest rate, such as the risk-free 
rate on U.S. Treasuries of roughly 4.8%, yields a present value 
of pension liabilities of $20.8 million.  This difference is 
significant and illustrates how the discount rate can distort 
the actual present value of the pension plan’s liabilities.   
 

As the rule allowing use of a four year trailing average of 
three bond indices to estimate the discount rate is due to 
expire in 2005, it should be replaced with a more conservative 
standard regarding the appropriate discount rate.  The most 
conservative approach would be to use merely the sum of the 
total future liabilities of the pension plan, with no 
discounting.  This, however, ignores the time value of money and 
present value calculations, a major facet of financial 
fundamentals.  Using a high discount rate, such as the four year 
                                                        
13 For simplicity, example utilizes a Gordon constant growth model with zero 
growth.  The formula is as follows:  Present value=Annual Payment*(1+Growth 
Rate)/(Discount Rate-Growth Rate) 
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trailing average of three bond indices, may underestimate the 
actual liabilities of the pension plan.   

 
Therefore, Thinking Outside the Boxe proposes using the 

long-term government bond yield average from 1926 through the 
most current year end (2004 as of the date of publication of 
this report).  This rate is the actual long-term yield on risk-
free Treasury securities, rather than a blended rate from bond 
indices that may skew the rate higher as a result of the 
composition of those bond indices.  Thinking Outside the Boxe 
would further suggest that this rate be used for five year 
periods with the rate being updated every five years to reflect 
the new average.  (In the absence of major shifts in yields in 
one year, the average is little changed with the addition of one 
new data point.)    

 
Based on data contained in Ibbotson Associates’ Stocks, 

Bonds, Bills, & Inflation Valuation Edition 2005 Yearbook, the 
average yield on long-term government bonds through 2004 is 
5.3%14.  The following table illustrates this data. 

 

                                                        
14 Further, the average yield through 2000 is also 5.3%, reinforcing Thinking 
Outside the Boxe’s proposal that the average discount rate using this method 
be recalculated every five years. 
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Long-Term Government Bond Yields

from Ibbotson Associates
1926 3.5% 1966 4.6%

1927 3.2% 1967 5.6%
1928 3.4% 1968 6.0%

1929 3.4% 1969 6.9%
1930 3.3% 1970 6.5%

1931 4.7% 1971 6.0%
1932 3.2% 1972 6.0%

1933 3.4% 1973 7.3%
1934 2.9% 1974 7.6%

1935 2.8% 1975 8.1%
1936 2.6% 1976 7.2%

1937 2.7% 1977 8.0%
1938 2.5% 1978 9.0%

1939 2.3% 1979 10.1%
1940 1.9% 1980 12.0%

1941 2.0% 1981 13.3%
1942 2.5% 1982 11.0%

1943 2.5% 1983 12.0%
1944 2.5% 1984 11.7%

1945 2.0% 1985 9.6%
1946 2.1% 1986 7.9%

1947 2.4% 1987 9.2%
1948 2.4% 1988 9.2%

1949 2.1% 1989 8.2%
1950 2.2% 1990 8.4%

1951 2.7% 1991 7.3%
1952 2.8% 1992 7.3%

1953 2.7% 1993 6.5%
1954 2.7% 1994 8.0%

1955 3.0% 1995 6.0%
1956 3.5% 1996 6.7%

1957 3.2% 1997 6.0%
1958 3.8% 1998 5.4%

1959 4.5% 1999 6.8%
1960 3.8% 2000 5.6%

1961 4.2% 2001 5.8%
1962 4.0% 2002 4.8%

1963 4.2% 2003 5.1%
1964 4.2% 2004 4.8%

1965 4.5%

Average 5.3%  
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 Though the difference in discount rates using the average 
bond yield of 5.3% and the four year average from the bond 
indices of 6.1% is less than one hundred basis points, the 
resulting difference in the present value of the liabilities of 
a pension plan are significant.  In an earlier example, it was 
assumed that the pension had annual payments of $1 million.  
Using this and the various discount rates yields the following 
calculations of the pension’s liabilities (using the Gordon 
constant growth model with zero growth.) 
 

Present Value Calculation Comparison
Annual Payment $1,000,000 $1,000,000 $1,000,000

Discount Rate 4.8% 5.3% 6.1%
PV of Liabilities $20,833,333 $18,867,925 $16,393,443

PV of Assets $15,000,000 $15,000,000 $15,000,000
Over/(Under)funding ($5,833,333) ($3,867,925) ($1,393,443)  

 
 Based on the liabilities using the higher discount rate, 
the pension plan has a much lower level of underfunding.  It is 
clear why pension plan managers would prefer to utilize a higher 
discount rate.  However, Thinking Outside the Boxe believes that 
the lower discount rate proposed herein would more accurately 
reflect the present value of the pension liabilities as well as 
the funding status of the plan. 
 
Mark-to-Market Standard for Plan Assets 
 

As previously discussed, current accounting standards allow 
pensions to account for assets based on long-term expected 
returns rather than realized gains.  As a result, many pension 
fund managers have overinvested in equities and have argued that 
marking the assets to market values could result in volatile 
balance sheets.  However, marking assets to market values may 
encourage pension managers to invest more heavily in long-term 
bonds that more accurately match the duration of assets to 
liabilities15. 

 
Thinking Outside the Boxe supports a mark-to-market 

standard for plan assets.  The value of the assets today is a 
known fact.  This could be compared to the present value of the 
plan’s obligations in order to determine the most accurate 
representation of the pension plan’s funding status.  In 
                                                        
15 “A case of pension deficit disorder,” The Financial Times, February 24, 
2005. 
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addition, this would show the ability of the plan to satisfy its 
obligations as if the plan were immediately terminated.  By 
basing the value of the plan’s assets on the expected return, 
the funding status could be severely distorted through the use 
of aggressive accounting assumptions. 

 
Consider the following example where the pension plan has 

$1 million in assets at current market values.  Assuming the 
pension plan determines the appropriate discount rate of 12% but 
utilizes a 10% expected return on assets, the present value of 
the plan assets enables the plan to run a substantial 
overfunding status16 as compared to other growth rates.       
 

Present Value Calculation Comparison
Plan Assets (Market Value) $1,000,000 $1,000,000 $1,000,000

Discount Rate 12.0% 12.0% 12.0%
Expected Return 10.0% 5.0% 2.0%
PV of Assets $55,000,000 $15,000,000 $10,200,000

PV of Liabilities $18,867,925 $18,867,925 $18,867,925
Over/(Under)funding $36,132,075 ($3,867,925) ($8,667,925)  

   
 However, the 10% expected return on the plan’s assets may 
be aggressive and is likely based on the performance in equity 
markets, which is largely impacted by a number of economic 
factors.  Consequently, this 10% expected return is not 
guaranteed and requires active management of the plan’s 
portfolio, which may lead to performance above or below this 
level.  Only one rate is truly guaranteed and without risk—the 
risk-free return on U.S. Treasury securities.  Using the average 
yield on long-term Treasury securities, as previously discussed, 
of roughly 5%, the pension plan’s assets are substantially less 
than under a more aggressive 10% growth assumption.  As a 
result, the plan’s assets are less than the present value of the 
liabilities.  Using a more conservative 2% growth rate (0% real 
growth and 2% inflationary growth), the plan’s underfunding is 
even more pronounced.    
 
 Assuming the plan’s assets have a market value of only $1 
million, the plan is underfunded by $17,867,925 based on the 
present value of the liabilities (as discussed in the previous 
section).  Using the plan’s assets at market values to assess 

                                                        
16 This example utilizes a Gordon constant growth model where Present 
value=Annual Payment*(1+Growth Rate)/(Discount Rate-Growth Rate) 
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the funding status provides the most conservative indication of 
value for the funding level of the plan.  This does introduce a 
greater degree of volatility in the plan’s funding status, 
particularly if the plan’s assets earn an above average return 
in any given year.  However, if a plan is fully funded, the 
assets would likely be managed in a much more conservative 
manner with a heavier weighting in U.S. Treasury securities as 
opposed to risky, volatile equities.  This increased investment 
in U.S. Treasuries would provide a reduced return but the risk 
level of the plan’s assets would also decline considerably, 
providing for a more stable and viable financial future for the 
plan.  Therefore, Thinking Outside the Boxe believes that 
marking-to-market the assets of a pension plan would prompt more 
conservative management of the plan and encourage companies to 
attain full funding of their pension plans. 
 
Minimum Funding Requirements 
 
 Thinking Outside the Boxe advocates that all private 
pension plans should be fully funded to avoid the potential 
insolvency of such plans in the future and to prevent these 
underfunded plans from becoming the responsibility of the PBGC 
and, thus, the taxpayers.  Each company that offers a defined 
benefit pension plan must be held responsible for the promises 
made to the employees regarding retirement benefits.  However, 
Thinking Outside the Boxe believes it is unlikely that the 
Congress would pass legislation mandating the defined benefit 
pension plans be fully funded.  In the absence of legislation 
mandating fully funded status, it is not unreasonable to 
introduce legislation mandating certain minimum funding 
requirements for defined benefit pension plans.   
 
 Thinking Outside the Boxe believes that the minimum funding 
requirements could take the form of a target ratio of plan 
assets (at market values) to the present value of the 
liabilities of the plan.  In the event that the plan’s assets 
are not at the target ratio, the company would be required to 
make a mandatory contribution to the plan in order to attain the 
target ratio.  For example, if the target ratio is 50% of plan 
assets (market value) to liabilities, the plan has assets with a 
market value of $1 million and the present value of the 
liabilities is $18 million, the target level of the plans assets 
would be $9 million.  Therefore, the company would be required 
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to make a contribution of $8 million to the plan’s assets in 
order to meet the minimum funding requirement of $9 million.   
 

Obviously, this may have a sizeable impact upon companies 
with plans having a significant underfunding status, based on 
market values of the plan’s assets.  However, once the company 
makes the adjustment to reach the target ratio, future 
contributions are likely to be of a lesser magnitude.  This 
could also encourage the plan’s managers to make more 
conservative investments in less volatile asset classes, perhaps 
prompting a shift from equities to bonds.      
 
Tax Free Contributions to the Pension Plan 
 

Thinking Outside the Boxe believes that its proposals for 
pension plan reform achieve the objective of placing the full 
responsibility for keeping the promises made to the plan 
participants upon the company.  However, the PBGC remains a 
safety net for only the most extraordinary circumstances where a 
pension plan cannot meet its obligations.  Given that the 
proposals contained herein may be somewhat onerous upon 
companies, Thinking Outside the Boxe would support making all of 
a company’s contributions to its defined benefit pension plan a 
tax deductible expense.   

 
By making contributions to pension plans tax free, this may 

provide management with an incentive to fully fund their plans 
whilst minimizing the tax liability of the firm.  Though this 
may dilute the earnings to shareholders (in the event management 
elects to make large contributions to the pension), staged or 
managed annual contributions may actually have long-term 
benefits in the form of reduced tax liabilities and fewer one-
off contributions in the future.  In addition, the requirements 
for future contributions may be minimized should the pension 
plan be financially stable.  In essence, ensuring the stability 
and financial solvency of the pension plan today reduces the 
burden of honouring those obligations on future generations of 
shareholders.  Tax free contributions, in conjunction with the 
other reform proposals contained herein, should provide 
incentives for management to fully fund their pension plans.    

 
 
 
 



    

Thinking Outside the Boxe 
A Division of Global Financial Analysts, Inc. 

PO Box 6895 
Myrtle Beach, SC  29572 

www.thinkingoutsidetheboxe.com 
Copyright 2005 Thinking Outside the Boxe 
 

The Pension Crisis 
Publication Date:  June/July 2005 
Page 29 

 
Conclusion 

 
There can be little doubt based on the PBGC’s annual report 

that the financial future of the government sponsored safety net 
for private defined benefit pension plans is clearly in 
jeopardy.  As the system currently stands, companies are, in 
many cases, able to achieve competitive advantages by shifting 
their pension plan obligations to the PBGC through bankruptcy.  
This places a strain not only on the PBGC but upon other 
companies as well, encouraging those with the competitive 
disadvantage to push their own pension liabilities onto the PBGC 
(as in the case of the airline industry).   

 
In the absence of reform to the PBGC, which should include 

a more risk-based approach to insurance premiums, the private 
defined benefit pension system in the United States threatens to 
strain the finances of the PBGC and may require a government 
sponsored bailout.  Thinking Outside the Boxe has repeatedly 
stated that honouring the promises of the defined benefit 
pension plan is the full responsibility of the company that 
makes those promises.  Thinking Outside the Boxe’s proposals for 
pension plan reform are focused on encouraging companies to 
maintain fully funded plans, thus providing for the long-term 
viability of the PBGC, and ensuring the financial stability of 
the PBGC as well as their own pension plans.   
 


