The current recovery in S&P 500 earnings, which are matching pre-recessionary levels and are expected to post a record for 2011, combined with the 2010 record level of both cash-flow and free cash-flow, have resulted in a record level of available cash, which by historical comparisons drastically exceeds current needs, at a time when income is still increasing.  The result is that even with massive underfunding, S&P 500 pension and OPEB costs have now become a reasonably- controlled expense to corporations, with costs and outflows fitting well within income and assets levels as well as cash-flow. 
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Even with a 15% equity return and a market recovery of over 45% over the past two years, S&P 500 companies still could not put a dent into the pension underfunding situation
Underfunding slightly improved to a US$ 245 billion shortfall, from a shortfall of US$ 261 billion in 2009; 1999 was a $280 billion surplus
Pension funding rate increased to 83.9% from 81.7%

Discount rate declined to 5.31% from 5.81%

Expected return rate declined to 7.73% from 7.83%, 10th consecutive annual decrease Funds transfer equity profits to reallocate asset positions, maintaining a reduced equity allocation of 51%
Companies have shifted a considerable amount of the risk associated with pensions to the individual  
Defined pension now appear to be a legacy program, which over the next several decades, will mostly work its way out of the last bastions of the U.S. labor market, and out of existence

OPEB underfunding remains massive and unfunded

Underfunding slightly reduced to US$ 210 billion from US$ 215 billion in 2009

US$ 274.1 billion in OPEB obligations, and only US$ 64.5 billion in assets 

Pay-as-you-go OPEB remains a target for cuts, concerns and human casualties
The responsibility of providing post-retirement medical care is now shifting away from corporate programs to individuals and to U.S. social policy

Even with continued double-digit equity gains, and absent a massive shift back to equities, which would bring an equally massive increase in risk, it will take years to return to the full funding levels of 2007, much less the comfortable levels of 1999.  
For individuals, the personal wealth depletion, via lower housing and market prices, combined with lower pension and OPEB benefits (as longevity and the cost of staying healthy continue to escalate), has left potential retirees with little ability to retire. The current economic reality of strained government programs, the need for additional revenue (taxes), reduced spending (entitlement programs), and higher social costs have heralded a return to the retirement of prior generations: you work for most of your longer life and spend your remaining years in retirement in a reduced lifestyle.  The result is that the American dream of a golden retirement for upcoming baby boomers is quickly dissipating. The current situation leaves few options for a comfortable retirement, and few years for baby boomers to significantly add to their retirement resources, outside of working longer. 
The concern remains that while both the public and private sectors have now accepted that the pension and OPEB situation exists, and are starting to address the issues, neither have shown a tolerance for the pain associated with the type of forward action needed to address the problem.  The longer the situation goes unaddressed or short-term band-aids applied, the stronger the measures will have to be to solve the situation.  In the end, individuals, either as taxpayers or consumers, will need to pay the bill, as well as, live with the reduction in benefits and lifestyle.
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S&P 500 2010 PENSION STATUS REPORT: HISTORICAL PENSION DATA

S&P 500 PENSION PENSION PENSION PENSION PENSION PENSION S&P 500

ASSETS OBLIGATIONS FUNDING FUNDING DISCOUNT RETURN TOTAL

$ MILLIONS $ MILLIONS STATUS STATUS RATE RATE RETURN

$ MILLIONS RATIO

2010 $1,273,321 $1,518,314 -$244,993 0.839 5.31% 7.73% 15.06%

2009 $1,160,202 $1,420,912 -$260,709 0.817 5.81% 7.83% 26.46%

2008 $1,100,149 $1,408,580 -$308,432 0.781 6.29% 7.95% -37.00%

2007 $1,504,516 $1,441,135 $63,380 1.044 6.13% 8.02% 5.49%

2006 $1,470,964 $1,511,301 -$40,337 0.973 5.75% 8.03% 15.79%

2005 $1,318,010 $1,458,439 -$140,430 0.904 5.11% 8.13% 4.91%

2004 $1,265,338 $1,429,667 -$164,328 0.885 5.80% 8.27% 10.88%

2003 $1,113,478 $1,278,265 -$164,787 0.871 6.09% 8.38% 28.69%

2002 $950,963 $1,169,472 -$218,509 0.813 6.64% 8.63% -22.10%

2001 $1,089,896 $1,086,950 $2,946 1.003 7.13% 9.15% -11.89%

2000 $1,238,920 $1,012,893 $226,027 1.223 7.43% 9.17% -9.10%

1999 $1,274,083 $994,061 $280,022 1.282 7.44% 9.13% 21.04%

1998 $1,144,454 $1,018,479 $125,975 1.124 6.72% 9.06% 28.58%

1997 $991,008 $793,773 $197,235 1.248 7.15% 9.04% 33.36%

1996 $859,478 $723,084 $136,395 1.189 7.50% 8.93% 22.96%

1995 $750,907 $676,150 $74,756 1.111 7.31% 8.96% 37.58%

1994 $641,749 $573,707 $68,042 1.119 8.14% 8.90% 1.32%

1993 $650,713 $588,333 $62,379 1.106 7.31% 8.96% 10.08%

1992 $609,356 $532,718 $76,637 1.144 8.07% 9.09% 7.62%

1991 $612,080 $518,013 $94,066 1.182 30.47%
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S&P 500 PENSION AND OPEB, IN $ BILLIONS 2010 2009 2008 2007 2006 2005 2004

COMBINED PENSION AND OPEB STATUS -$455 -$475 -$356 -$206 -$333 -$461 -$451

PENSION ASSETS $1,273 $1,160 $1,100 $1,505 $1,471 $1,318 $1,265

PENSION OBLIGATIONS $1,518 $1,421 $1,409 $1,441 $1,511 $1,458 $1,430

PENSION FUNDING STATUS -$245 -$261 -$308 $63 -$40 -$140 -$164

OPEB ASSETS $64.5 $61 $276 $95 $92 $91 $82

OPEB OBLIGATIONS $275 $276 $323 $364 $387 $412 $369

OPEB FUNDING STATUS -$210 -$215 -$47 -$269 -$294 -$321 -$287
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            but inside the circle

[image: image1.wmf]SP500_2010_Pensi

on_and_OPEB_In...

_1367910668.unknown

_1367910667.unknown

