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    FOREWORD

    Pensions in Crisis tackles the critical problem of how Americans prepare for retirement. Written for the average citizen and policymaker alike, the book will guide and enrich the coming national debate on pension policy.

    Many of the issues discussed in the book were issues that occupied John Heinz during his 12-year career in the United States Senate. He wanted to ensure that women would be treated more fairly by the private pension system, to eliminate pension inequities for all people, and to develop programs that would educate the public about the need for sources of income to supplement social security. To those ends, he worked on a bipartisan basis to enact the Retirement Equity Act of 1984 and Tax Reform Act of 1986 — laws that provided pensions to millions of working men and women, widows, divorced homemakers, and others previously denied pension benefits.

    As chairman of the Senate Special Committee on Aging, John Heinz became convinced that instead of this nation’s fragmented approach to pensions, we needed to have a single, coherent policy on retirement income, and he made every effort to stimulate debate on the various alternatives. His death in a plane crash in 1991 cut short his campaign to move Congress and the country toward adopting such a policy.

    In July 1992, the Teresa and H. John Heinz III Foundation awarded a grant to the Pension Rights Center to undertake a comprehensive study of the private retirement system. It had become clear to me that unless the American public was informed of the many significant problems confronting our private pension system we risked seeing the congressional debate on retirement income being silenced.

    This book is the result. It lays out the problems and the choices we face. A crisis is before us. It is time to confront and overcome it.

    —Teresa Heinz

  


  PREFACE

  
    I hope when this letter is read that you'll realize I do need help. I don't have much time left. … I'm 75 years old. My income just will not stretch far enough to pay all the bills.

    — Ettie Jo Gilmer 

    Gantt, Alabama

  

  Ettie Jo Gilmer’s cry for help is one of thousands the Pension Rights Center receives every year from people who didn’t get the pension they’d been counting on. They learned too late that pension rules can deny people benefits or give them next to nothing. They feel cheated. Many, like Ettie Jo Gilmer, face poverty for the first time in their lives. They are desperate and have nowhere to turn.

  Americans as a whole are not prepared for retirement. Social security is not enough to live on, a fact few people realize. It is practically impossible for anyone other than those in the highest income brackets to save enough to make a difference. Everyone needs another source of income, which makes pensions absolutely critical. But although they pay off handsomely to some, pensions provide little or nothing to everyone else. Two-thirds of the nearly 90 million Americans in the private workforce today aren’t even in a pension plan.

  The numbers tell the story: the system is in crisis. And it’s getting worse, as more and more employers drop traditional plans and tell their employees to save for themselves through 401(k)s and other tax-sheltered savings arrangements. The savings myth is today’s new twist on retirement. What employers don’t say — and what the numbers do — is that those who will profit from these new savings plans are people wealthy enough to save without tax incentives.

  Even though it threatens the quality of life for millions of Americans, the crisis is still a quiet one. Social security and government pensions have made the headlines; private pensions, by and large, have not. The media pick up on occasional scandals but important pension issues go totally unreported, and what is reported tends to distort, mislead, or falsely reassure. It is time to set the record straight.

  Private pensions affect everyone. Everyone must pay for the multibillion-dollar tax subsidy granted to employers that offer plans. Everyone receives less from social security on the assumption that pensions will make up the difference. And everyone feels the economic impact of the more than $3 trillion in private pension funds, rightly called the “largest lump of money in the world.” It helps determine the jobs we get, the goods we buy, even the fate of our communities.

  To protect their pensions, people need to know how the system works; what rules they should be aware (and wary) of, what’s happening to the money in pension funds, and how to make sure it’s safe. Ettie Jo Gilmer didn’t have that kind of information. She didn’t even know she needed it — until she found that she didn’t have enough to live on. Millions of people are making the same discovery. It can happen to anyone.
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  PART I

  THE PENSION PATCHWORK


  CHAPTER 1

  An American Dream

  
    “You’ll be able to settle down on a farm...visit around the country or just take it easy … and know that you’ll still be getting a regular monthly pension paid for entirely by the company.”

    —Studebaker pension plan booklet1

  

  It was just before Christmas in 1963 when Bill Piatkowski found out that his job was gone. He walked into the machine shop at the Studebaker plant in South Bend, Indiana, just as he had every morning for 24 years, ready for somebody to crack a joke. But nobody was smiling that day. Then one of his coworkers told him. Studebaker was shutting down its South Bend operations and moving to Canada. Seven thousand men and women would be laid off over the next few months as Studebaker systematically closed its doors. Tall, lanky Bill Piatkowski was one of the last to leave: “They closed up the plant after I walked out the door.” He was 42 years old.

  The pain went deeper than job loss. Four thousand workers lost their pensions as well. People who were already retired or had reached age 60 and had worked for the company for at least 15 years kept their benefits, but the others got a pittance, or nothing. Bill Piatkowski got a grand total of $115. As one of his colleagues remarked, bitterly, the payments were an insult, worse than nothing.

  The workers had thought that their pensions were safe, but they were wrong. Large chunks of promised benefits had never been funded. This would have posed no problem had the company stayed in business, but Studebaker’s decision to close caught the plan by surprise. There was no safety net. The risk belonged to the workers.

  “It was the pensions that really hurt” Bill Piatkowski recalled. “It was part of working for the company you know. We all had these booklets the company handed out telling us we could count on the pension. And we were so loyal in those days. We didn’t question. I remember my wife didn’t even like people who didn’t drive a Studebaker.”

  The pension loss was grievous, but retirement still seemed a long way off to the Piatkowskis. They had three young daughters to raise and bills to pay. Harriet Piatkowski advised her husband to take the first job he could find, and he did. Two jobs and three years later, he was working as a machinist for South Bend Lathe Company, which had taken over the old Studebaker machine shop building. It was like coming home. He was literally going back through the same door he’d walked out of in 1963, working “fifty feet from where I worked under Studebaker.”

  He enjoyed working at South Bend Lathe. “Every machine operator in the country learned on one of our lathes,” he says proudly He was a supervisor in the press division and often worked unpaid overtime. Then new management came in and business began to go downhill; orders were sent off to a company in Korea; lathes were not well made — “scrap,” he says. He had worked for the company for more than nine years when the owners terminated the pension plan.

  This time, unlike Studebaker, the company had enough money in the pension till to pay workers the benefits they had earned. The trouble was, the plan required that employees had to have worked ten years to earn anything. Nine years and three months didn’t do it. Bill Piatkowski became a two-time loser.

  But the genial machinist wasn’t counted out yet. South Bend Lathe was still in operation, so he still had his job, and though there wasn’t a pension plan anymore, in its place he now owned “shares” of the company that could be cashed in on retirement. This arrangement, known as an employee stock ownership plan (ESOP), carries a risk that traditional pension plans don’t: the size of the benefit depends entirely on the profitability of the business.

  When Bill Piatkowski first came under the South Bend Lathe ESOP, his stock was worth $525 per share. Seven years later, when he was laid off at age 62, a share was worth $47. Today the company is in bankruptcy and his “pension” is valueless.

  Three strikes.

  Today, Bill Piatkowski is a soft-spoken man of 73, rarely seen without his baseball cap. He is still working —at two jobs, in fact: ushering at University of Notre Dame basketball and hockey games, and serving as a security guard three nights a week at the South Bend Tribune. Combined, they bring in around $7,500 a year. The rest of his income comes from his social security checks, totaling a little more than $8,000 a year — almost exactly the average social security benefit today for a retired full-career worker.2 Harriet Piatkowski receives a social security spouse’s benefit equal to half this amount.

  Bill and Harriet Piatkowski are not big spenders. She makes most of their clothes. He built their house himself. “It’s a good design. People come and look at it and ask me for the plan.” But the Piatkowskis have very little in savings.

  “When I got laid off [from South Bend Lathe], my wife said, ‘It’s all right, Bill We’ve got $2,000 in the bank.’ Sometimes she even saves half of my Tribune check and puts it in the bank. Of course, we take it out pretty quick.”

  Theirs is a familiar scenario. Most Americans go into retirement with very little in savings.3

  What is life like at 73 without a pension? “Well,” Bill Piatkowski says, “for a night on the town you take your wife to McDonald’s and share a large order of fries.”

  He pauses, then adds, “And you wake up in the morning and just hope you can keep on working.”

  “The pension promise doesn’t mean you’re going to get one, you know,” Harriet Piatkowski said recently. “Life is unfair. As long as we’ve got our health …”

  But what would happen if her husband were no longer able to work? What if he should die? As a widow, Harriet Piatkowski’s sole source of income would be her husband’s social security. She would join the ranks of one of the poorest segments of the American population — older women living alone.4

  What happened to the American Dream? Retiring to a farm or buying an RV? Settling down secure in the knowledge that a pension check will be arriving every month? Harriet and Bill Piatkowski can tell you what studies have shown: there are two classes of citizens in the United States when it comes to retirement, those with pensions, who can make ends meet, and those without pensions, who can’t.5

  A product of American enterprise and nineteenth-century paternalism, the private pension system has played a vital role in shaping the American way of retirement as it exists today. Pensions are the principal reason that the United States retirement system differs from that in other industrialized countries. Most Western European countries have publicly mandated programs designed to ensure that workers can meet basic expenses after they retire. The social security system in the United States, however, was deliberately structured to provide people with only a bare-bones level of support, merely a floor on which to build retirement income. In Spain, a full-career factory worker like Bill Piatkowski can count on retiring with approximately 90 percent of pay; in Sweden, with 85 percent; in France, with 70 percent; and in Germany, with 50 percent.6 In the United States, by contrast, social security provides the average full-career worker with only 40 percent of what he or she earned while working.7 American retirees are supposed to make up the rest through savings and pensions — the other two legs of the so-called three-legged stool of U.S. retirement income policy8 However, more and more Americans cannot balance their retirement on those three sources of income. Social security is not enough; savings aren’t a significant source of income for most older Americans; and only one-third of private sector retirees are receiving monthly pensions.9
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  The fact is, private pensions were never intended for everyone; they started as rewards for a favored few. The first company to award them was American Express in 1875, followed by the railroads and a handful of other firms. These early pensions served as a highly useful way of easing older workers out of the workforce without too much pain. They were bestowed as gifts from employers to loyal long-service employees. By 1930, most big companies, including AT&T, General Electric, and Du Pont, had pension plans.

  The years after World War II were the heyday of private pension plans. The most popular ones promised benefits to retiring workers based on their rate of pay and years of work. The insurance companies and consultants that created and sold them touted their flexibility. They could fill the bill for all kinds of labor forces, from coal miners to chemical workers, from, those whose physical labor wore them out young to those who could go on working to older ages. Best of all, employers could design plans that gave bigger rewards to certain employees, such as themselves, and none at all to others.

  Labor leaders at the time were won over to the idea of private pensions, though not to employers’ view of them as rewards. In 1948, an appeals court ruled that, like wages, pensions were a condition of employment that unions could insist on including in the bargaining process.10 Union pressures for pensions increased after this decision.

  During the 1950s, the number of companies offering private pension plans grew by leaps and bounds. The number of workers covered rose from 10 million in 1950 to 19 million in I960.11 Pension fund assets ballooned from $12 billion to $55 billion.12 It wasn’t until the early 1960s, and the Studebaker plan collapse, that people began to question private pension plans seriously, to wonder who they were really benefiting, and to ask why so many people were not getting them.

  When Studebaker closed, it was the workers’ devastating pension losses that made the headlines. Scores of journalists descended on South Bend to report the Studebaker story. The result was an avalanche of mail to Congress. Hundreds of thousands of letters recounted stories of pension losses similar to those in Indiana as well as other disturbing practices, such as older employees being fired just before retirement to keep them from getting pensions and outright theft of workers’ pension money13

  A decade of study and debate passed before Congress acted. Business groups initially fought the government’s efforts to regulate what private enterprise had created and nurtured. But pensions were now widely viewed as more than rewards for favored employees; they were part of the wage package, woven into the fabric of the country’s retirement policy. Finally, on Labor Day in 1974, the Employee Retirement Income Security Act became law. ERISA, as this landmark legislation is called, was hailed by its principal sponsor, New York Senator Jacob Javits, as “the greatest development in the life of the American worker since Social Security.”14

  To prevent future “Studebakers,” ERISA set up an insurance program for pension plans that closed down without enough money to pay benefits. The new law established requirements for the safe handling of pension monies, gave workers the right to earn a pension after ten years of work (instead of 20 or 30 years or a lifetime, as was commonly the case), and provided benefits for widows and widowers.

  Passage of ERISA launched two decades of efforts to make the American private pension system fairer and more secure. Through a series of laws passed in the 1980s, Congress extended pension protection to millions more workers, among them lower-paid, shorter-service, and older employees, as well as to widowed and divorced homemakers. Other laws strengthened the pension insurance program and limited the ability of companies to use their plans to manipulate the tax system.

  Each of these reforms, when originally proposed, raised a storm of protest from the business community, which claimed that it would be the final “nail in the coffin” of the private pension system: if employers couldn’t structure pension plans in ways that served corporate interests, they would simply drop their plans. After all, companies were not required to provide pension plans for their workers; if they couldn’t run their plans the way they wanted, they would just pick up their marbles and go home. The threat induced lawmakers to accept complicated compromises in the final provisions of the new laws, so that although they protected large numbers of people, the reforms left out many others.

  At the same time that Congress was writing new legislation to make private pensions fairer for more people, government agencies were busy reinterpreting existing laws in ways that allowed companies to escape the new requirements. For example, the Internal Revenue Service and the Labor Department, responding to pressure from industry lobbyists, revised rules to permit companies to close their pension plans for the purpose of scooping out so-called surplus cash and then depositing it into corporate coffers. More than $20 billion was stripped from pension plans before Congress limited (but did not put an end to) the practice of pension raiding.

  Another rule revision permitted employers to offer new do-it-yourself savings plans that provided generous tax breaks to those employees who could afford to use them. These new plans gave American retirement policy a radical new twist, making individual workers, not employers, responsible for putting money aside for retirement.

  Meanwhile, during all the rule changes, money in private pension plans continued to accumulate, so that these huge funds now dominate the economic landscape of the country.

  It has been over 30 years since Bill Piatkowski lost his job with Studebaker, and his pension along with it. Large sections of the old automobile factory in South Bend have now been razed and are covered by rubble. But at the union hall down the street, Studebaker retirees still meet to talk about old times and old friends. They also continue to campaign for legislation to provide modest benefits for pension losers around the country— 38,000 elderly people who, like themselves, lost their pensions before ERISA was passed and have not benefited from any of the reforms.

  Who has benefited? Just how much better off will tomorrow’s retirees be?

  
    Twenty Years of Private Pension Reforms

    The Employee Retirement Income Security Act of 1914 (ERISA) provided protection for people working for private employers who were paying into pension plans after the effective dates of the law’s provisions:

    
      	
        Most people working under defined benefit pension plans as of July 1, 1974, came under the new pension insurance program.

      

      	
        The law’s provisions requiring certain plan information to be disclosed to employees went into effect on January 1, 1975, as did its protections against fund mismanagement.

      

      	
        New rules reducing the number of years of work required to earn benefits to ten, and giving retirees the chance to provide survivors benefits applied to most people working during or after 1976.

      

    

    In 1982, Congress passed the Tax Equity and Fiscal Responsibility Act (TEFRA). Under this law, plans in which 60 percent of the contributions or benefits go to company officers and owners have to pay at least minimum benefits to other employees after two or three years of employment. TEFRA affected people working during or after 1984.

    The Retirement Equity Act of 1984 (REA) gave new rights to homemakers widowed or divorced after 1984 and provided new protections for workers who leave the job for a time and then return.

    The Omnibus Budget Reconciliation Act of 1986 (OBRA) ended the practice of denying pension credit for years worked after age 65 and gave pension coverage to employees who started work at or after age 60.

    In the Tax Reform Act (TRA) of 1986, Congress reduced the length of time most people need to work before earning benefits from ten to five years. The five-year rule applies to people working under plans established by a company for its employees after 1988. (The ten-year rule was kept for union-negotiated plans to which more than one company contributes.) The law also limits (but does not end) practices that allow companies to exclude employees from a plan and to take social security into account in figuring the dollar amount of pension benefits.

  


  CHAPTER 2

  Pension Tension

  
    [T]his pension field is an esoteric and abstruse one, bordering on the mysterious or the occult. … And it is also truly an eye-glazing subject.

    —Rhode Island Senator John Chafee1

  

  For 25 years, Leslie Clark crisscrossed the globe as a flight attendant for Pan American World Airways, calling 16 different cities home. Hectic as it made her life, she loved her job. It expanded her world, and Pan Am, by its own definition, became her extended family Company officials liked to talk about the ways the airline took care of its people — in particular, through its good health plan and pension benefits. For Leslie Clark, these protections, along with the free travel, were the main reasons she had taken the job.

  Up until only a few years ago, this 52-year-old dynamo would have told you that she had her career — and her future — firmly in hand. Then in 1991 Pan Am went bankrupt, and her secure world fell apart. Thanks to ERISA, she didn’t lose her defined benefit pension. The government pension insurance program set up in response to the Studebaker debacle will pay her a pension of $4,800 a year for life, if she waits until age 60 to start collecting benefits. In addition, she received a lump sum payout of $5,500 from a Pan Am defined contribution pension plan.

  “It’s not much after 25 years of flying,” she says, ruefully. Still, she’s happy to have gotten something out of her plans.

  Her new employer. Delta Airlines, also offers a defined benefit plan. Under the plan, thanks to the reform legislation passed in the 1980s, she will have to work only five years, rather than ten, to earn a pension. Delta also has a tax-sheltered savings plan established as a result of rule changes in the past decade. She has been flying extra hours so as to be able to contribute the maximum amount to this plan, though she has no idea how much it will ultimately yield.

  Leslie Clark holds a lot of pieces of the “pension patchwork,” but after all is said and done, she is terrified that they will not provide the blanket of protection she will need to keep her warm in her old age. When she reads articles on how much money people need just to live modestly in retirement, she panics. “What happens,” she asks, “when I’m too old to push a 200-pound bar cart up an aisle?”
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  Despite her pension tension, Leslie Clark is more fortunate than many of her friends and a large majority of American workers: only one-third of full-time private sector workers are participating in traditional pension and profit sharing plans.2

  She is also better off than the thirty-something baby boomers she meets at her exercise class. Although they stand a 50-50 chance of being covered by some kind of private retirement plan, they are less likely than Leslie Clark to be in a pension or profit sharing plan that is funded by their employers.3 The odds are that they will be in a tax-sheltered savings plan instead, which means they will be contributing the money, or most of the money, themselves.

  The percentage of the workforce in old-style pension and profit sharing plans is shrinking rapidly as more and more companies replace them with savings plans. Overall participation in traditional plans has dropped 30 percent in the past decade.4 The shift is most noticeable in the small business sector, where tens of thousands of small companies have dropped their old-style pension plans and told their workers to save for themselves. Most large companies like Delta Airlines have not formally canceled their pension plans but, rather, are deemphasizing

  them. Instead of putting money into plans that include employees at all income levels, as in the past, companies are channeling new retirement dollars into savings plans to match contributions made by employees who are well enough off to put money in first.

  You don’t have to be an economist to figure out the problem here: most Americans live paycheck to paycheck and either can’t afford to contribute anything to a savings plan or are able to put in only small amounts. Those people who are making significant contributions don’t need a tax incentive to put money aside. They would have saved anyway.

  If current trends continue, the gap between older Americans at the top of the income ladder and those at the bottom — already greater than in any other major industrialized country5 — will widen further. By the time the last of the baby boomers retires, one out of every five Americans will be over age 65. Although some of them will live well, most are likely to spend their golden years like Bill and Harriet Piatkowski, sharing fries and dreading the day when they are no longer able to work.

  Significantly, employers are not claiming that their new savings plans can provide adequate income for the majority of retirees. They say only that do-it-yourself arrangements are less complicated and less costly than pension plans, which is true. And besides, they say, their employees are not protesting the changeover. This is also true. Employees have proved conspicuously silent in defense of “old-fashioned” company-paid plans.

  Leslie Clark is a good example of the reason for this silence. She was shocked by how small her Pan Am benefits were. They amounted to only half the amount she had counted on getting! She had not realized that, like most plans, Pan Am’s was structured to give large amounts to people who worked for the company up until the end of their careers, while those who quit or lost their jobs earlier got tiny benefits. Had she been able to work for the company until retirement, her pension would have been around $9,600 a year.

  She is also worried that the Delta pension plan won’t come through. Since she has another two years to go before she earns a right to a benefit, she hasn’t yet tried to figure out the amount she may get — the calculation seems too complicated. By contrast, the savings plan seems simple and straightforward: she puts the money in, Delta matches part of it with company stock, and she gets a tax break; then she crosses her fingers that the investment choices she has made are the right ones. She knows that she is too far along in her career to accumulate sizable sums in her account, but she likes the simplicity.

  Millions of Americans have learned through experience that private pension plans, designed for an older industrial age of full-career workers, severely penalize today’s highly mobile postindustrial workforce: job changers usually leave most, if not all, of their benefits behind forever. Added to that loss are rules that can seem cruelly unfair, unexpected cutbacks when plans are discontinued, benefits decimated by inflation, and the plundering of pension funds by unscrupulous trustees. It isn’t hard to understand why many employees have turned against traditional plans. To be sure, there are still plenty of people who profit handsomely from these plans, but even winners are not protesting the shift from pensions to savings arrangements, possibly because they are aware that their benefits come at the expense of those who have lost out.

  If the new savings plans can’t do the job and employees are dissatisfied with old-style pensions, what direction should future retirement policy take in this country? All Americans have a stake in the answer to that question, not only because it will determine how people live when they grow old but also because it will affect how much they will have to pay in taxes to support the system.6 Decisions about retirement income will have an impact on the entire economy as well, since the more than $3 trillion in private pension funds today constitutes the nation’s largest single source of savings and investment capital.7

  Despite their tremendous importance to individuals and the economy, pensions have been largely overlooked as a public policy issue. Occasionally, disclosure of a pension scandal or predictions of an impending catastrophe have made headlines, but as a general topic of public concern, the perception seems to be that pensions are “eye-glazing” — not something to read about over morning coffee.

  In fact, pensions are of tremendous interest to a great many people, particularly those who have had personal encounters with the system. These individuals may be bewildered, frustrated, or angry, but they do not think that pensions are boring. Most are impatient for the public spotlight to be focused on retirement policy issues.

  That is starting to happen. Labor Day 1994 marked the twentieth anniversary of ERISA. Forums and conferences on old-age income are being convened with increasing frequency; there are new calls for the formation of a national retirement income policy; a variety of legislative proposals are being introduced into Congress. However, all these activities will lead nowhere unless those individuals who have had firsthand experience with pensions take an active part in the public policy debates.

  Until recently most workers and retirees who have run up against the system have felt uncomfortable speaking up about their concerns. They feel very much alone, unaware that others have had similar experiences, or that many different kinds of problems exist. Most know only their own particular corner of the nation’s vast private pension crazy quilt.

  But the biggest obstacle keeping pension veterans — and everyone else — from becoming effective participants in retirement policy discussions is that they do not fully understand how plans work or why they are structured the way they are. They need to know the rules of the pension game.

  
    The World of Private Retirement Plans

    DEFINED BENEFIT PLANS

    Leslie Clark had two pension plans at Pan Am and is currently covered by a plan at Delta. Her original Pan Am plan, like her Delta pension plan, was a defined benefit plan, which guaranteed her a fixed lifetime benefit starting at retirement age. Nearly 26 million people, three-fifths of the 43 million workers participating in company and union retirement plans, are in this kind of plan.8

    Most defined benefit plans base the amount of benefits on the number of years people work and on their average earnings during their last several years under the plan. In certain defined benefit plans, such as those in the auto and steel industries, benefits consist of a specific dollar amount for each year worked.

    Defined benefit plans require that the employer put in enough money to pay the fixed benefits specified in the plan, an amount determined by mathematical estimates as to how much the fund’s investments will bring in, how many workers will forfeit benefits, how many will die without spouses, how old they will be when benefits begin, and how long retirees and their spouses will live. These estimates are made by plan consultants known as actuaries. If they guess wrong and too little money has been put in, the employer puts in more. If too much money has been put in, a company can decrease its contribution, go on a contribution holiday, or even take out the surplus.

    Defined benefit plans allow employers to provide pension credit to employees for those years they worked before the company started the plan, and they are generally insured by the federal private pension insurance program.

    Newer kinds of defined benefit plans include cash balance plans and minimum balance plans. These promise fixed benefits to longer-service workers and give employees who leave the plan early in their careers the amounts accumulated in their accounts plus interest.

    Limits have been placed on the pensions that can be paid by defined benefit plans. However, high-level executives can receive much larger benefits from special supplemental or top-hat plans, which can provide unlimited benefits. These plans do not have the same tax advantages as other plans and are generally not protected if the company goes into bankruptcy.

  

  
    The World of Private Retirement Plans

    DEFINED CONTRIBUTION PLANS

    Leslie Clark’s second Pan Am pension plan and her Delta savings plan are defined contribution plans. The benefits paid by these plans are usually based on amounts put into an employee’s account, plus investment earnings. They do not guarantee a fixed benefit amount. Defined contribution arrangements are the primary retirement plan for 17 million people, two-fifths of private sector workers participating in retirement plans. In addition, 15 million workers also participate in a defined contribution arrangement as a second plan.9

    There are many different kinds of defined contribution plans. The Pan Am plan, in which the employer contributes a specified percentage of the employees5 pay, was a defined contribution pension plan. In some cases, the employees also contribute to these pension plans.

    Simplified employee pensions (SEPs) are another kind of defined contribution pension plan. Each year the employer decides what percentage of pay to contribute to employee accounts that are invested by financial institutions. Target benefit plans are defined contribution pension plans in which the employer’s contributions are a fixed percentage of pay designed to produce a specified benefit, based on predictions of probable investment returns.

    Profit sharing plans are a different kind of defined contribution arrangement. Employers can base contributions on a percentage of pay or a percentage of profits. In discretionary profit sharing plans, employers can decide from year to year whether to contribute.

    Employee stock ownership plans (ESOPs) and stock bonus plans are defined contribution plans in which benefit payments are made in company stock. In tax-sheltered savings plans, such as 401 (k) plans, salary reduction SEPs, and 403(b) tax-sheltered annuities, workers themselves are entirely or primarily responsible for making the contributions.

    Keogh plans for self-employed persons can be either defined benefit or defined contribution plans. Also, floor offset plans combine both defined benefit and defined contribution features.

  


   

  PART II

  THE RULES OF THE GAME


  INTRODUCTION

  Winners and Losers

  James D. Robinson III won at the pension game. Fired from his job as chief executive officer of the American Express Company in 1992, he is receiving $60,000 from the company’s pension plans. That’s $60,000 a month. After 22 years with the company, James Robinson’s pensions total some $720,000 a year, and they are only part of his executive retirement package. Severance pay and stock bonus options raise that figure considerably.1

  But highly paid corporate officers are not the only pension winners. Private pension plans also pay off well to many other employees, particularly those who spend most of their working lives with one company. Charles LaRue worked for 38 years for the Delco-Remy Company, a General Motors plant that makes electrical equipment in Anderson, Indiana. An assembly line worker, he retired in 1979 at age 59 with a pension of $7,200 a year plus good health benefits. His plan, negotiated by the United Auto Workers Union, bases benefits on a dollar amount multiplied by years worked. The plan also raises retirees’ benefits periodically. Over 14 years, his benefit has been raised three times, so that today he gets $8,400 a year.

  Certainly, Charles LaRue’s benefit is not in the same ballpark as James Robinson’s. Nonetheless, it’s steady income every month for the rest of his life. Combined with social security, which he describes as “a pebble on the beach,” his income is close to $16,000 a year. His wife, a retired nurse, also gets a small pension and social security, so although their income is “a far cry from what we had when we were working,” the LaRues live comfortably.

  Some 8 million Americans receive checks from private pension plans.2 The total amount paid in 1991 was $137 billion.3 The majority of pensioners, like James Robinson and Charles LaRue, receive their benefits from defined benefit plans. Payments from these plans can be substantial, since they can go as high as $120,000 a year and can be even higher for corporate officers such as James Robinson, who have special, executives-only plans. Most people get much less, of course. As Charles LaRue points out, “They have no intention to make you wealthy when they give you a pension,” but, he is quick to add, “It can make all the difference in getting by.”

  A growing proportion of private sector pensioners are getting benefits from defined contribution plans. These plans can also provide big payoffs. If substantial contributions are made throughout an employee’s career and investment earnings are good, the total amount accumulated in one of these plans by retirement age can be extremely large. Since defined contribution plans usually make payments all at once instead of over a retiree’s lifetime, they can produce sizable lump sum benefits, millions of dollars in some cases.
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  Then there are the losers of the pension game. They are generally modest citizens, traditionalists, people who did their best to follow the rules but lost out anyway — or were never allowed to play in the first place.


  CHAPTER 3

  It Just Isn’t Fair!

  
    The Plan does not include secretaries working for the company.

  

  It was one of those chance things. Renee Cirrincioni, the secretary for a small company, was checking her correspondence file drawer and came across a copy of her company’s pension plan. She knew that her employer had set up a plan several years earlier because she had greeted the pension consultants when they came to the office. Scanning the plan document, she was impressed by the generous benefits it provided. Then she read the words, “The Plan does not include secretaries working for the company.”

  At the time, she was 55 years old and had worked for the company for 14 years. She was the only secretary, and the only woman working there. All the other salaried employees were included in the plan, even though, except for the company president, none had been with the company as long as she had. The union workers had their own pension plan. It had never occurred to her that she would be left out.

  Renee Cirrincioni put the plan back in the drawer. She never said a word to her boss about her exclusion, thinking that a protest might endanger her job. In 1993, at age 65, after 24 years with the company, she retired — without a pension. She still has trouble talking about what happened to her. “It just isn’t fair!” is all she can say

  As Renee Cirrincioni discovered, the fact that an employer has a pension plan is no guarantee that all employees are included in it. There are many entirely legal ways to exclude people. They can, for example, be left out by name: “This plan does not cover Thomas Jones.” Actuary Hank Garretson remembers a 70-year-old woman in a knitting mill in Pennsylvania, where she had worked since she was 12, who was written out of her pension plan when the new owner, “a young whipper-snapper from Harvard,” decided that her benefits would be too costly. Another actuary, Paul Jackson, comments, “They can exclude everyone with red hair if they want to.”

  More commonly, people are left out of a pension plan by a specific exclusion. In Renee Cirrincioni’s case, the exclusion was based on job category. “This plan does not include secretaries.” As many as 10 percent of all workers left out of their companies’ plans are excluded because of their job category.1

  Although it is not common for only one employee to be left out, it does happen. According to actuary Richard Daskais, it’s often the “girl” in the office, the secretary or the bookkeeper who, because of her long years of service and her age, would be entitled to a large pension. This kind of exclusion tends to turn up in plans designed to benefit an older, long-service owner of a small firm. Another consultant, Robert Richter, explains that owners of smaller firms set up plans basically as tax shelters and structure them so that they, along with company officers, end up with “the lion’s share of the benefits.” Hank Garretson puts it bluntly: “Most small employers see pension plans as their money. They ask, ‘Why should we have to cover anyone else?’ “

  Women or employees in small companies are not the only ones denied pensions by job category exclusions. Richard Imperiale of Clinton Township, Michigan,. was one of a group of warehouse workers who were excluded from the Kent-Moore Company plan. Kent-Moore had pension plans for its hourly union employees and for its salaried employees but none for the nonunion hourly warehouse workers. “To my knowledge,” Richard Imperiale said, when he discovered the exclusion, “we eleven warehousepersons are the only full-time employees without any kind of retirement benefit throughout this corporation.”
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