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Dear clients and readers:

We are pleased to present our annual survey report of retirement programs sponsored by companies in the  

S&P 1500: How Does Your Retirement Program Stack Up? – 2010.

This report provides a comprehensive review of total and industry group benchmark data from a broad range 

of perspectives and financial effects. We aim to provide a deeper understanding of the competitive landscape 

of retirement benefits while also offering insights to help companies manage these programs using the three 

policy levers of Mercer’s  Integrated Retirement Financial Management framework – design, contributions and 

investment. For additional information or a customized analysis, you can contact your local Mercer office. 

As our report illustrates, the aftermath of the severe market downturn that began in 2008 continues to 

dominate the landscape for retirement benefits. Managing these challenges in a way that harmonizes with 

your broader business and workforce objectives will require integrating all of the policy levers into the  

decision-making process.

This year, we have expanded the coverage of our survey to the full S&P 1500, instead of covering only the  

S&P 500 (as we did in previous years). We have also made all of the information available in an environmentally 

friendly, convenient and easy to use interactive electronic format that puts the specific details right at  

your fingertips. 

We thank you for your sustained interest in our benchmarking report over the past several years, and we hope 

that it continues to provide you with interesting insights and helpful analysis for your retirement program 

planning and management needs. 

As always, we welcome your comments and encourage you to contact us. 

Sincerely,

1166 Avenue of the Americas  
New York, NY 10036
+1 212 345 7000

www.mercer.com

Asghar Alam

US Retirement, Risk and Finance Leader 

Jeff Schutes

US Investment Consulting Leader
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About the survey
Mercer has completed its annual survey and analysis 
of the retirement programs sponsored by companies 
in the S&P 1500, primarily using information reported 
in 10-K filings for fiscal years ending in 2009. We 
expanded the survey this year to include the full S&P 
1500. Corresponding information for the S&P 500 is 
also included for comparability with prior surveys. 

We benchmark corporate retirement programs in five 
key dimensions – pension health, materiality, volatil-
ity, sustainability and management assumptions/deci-
sions – to help employers evaluate and compare their 
retirement programs against those of the companies 
in the S&P 1500 as a whole or in various economic 
sectors. Employers can use the three policy levers of 
Mercer’s Integrated Retirement Financial Management 
(iRFM) framework – design, contributions and invest-
ment – to manage the financial performance of their 
pension plans against these benchmarks. These policy 
levers, which should be managed and governed as a 
coordinated strategy, allow a business to link its retire-
ment financial objectives and constraints to its 
business financial outcomes.   

The survey covers information on each company’s 
entire retirement program, including defined benefit 
(DB), defined contribution (DC), postretirement 
medical and life insurance (PRM), multiemployer, 
qualified, nonqualified, US and non-US plans. This 

report summarizes the data and key findings of our 
survey and includes commentary and insights on 
emerging trends.

The data included in this survey come from the  
following sources:

n   Data from 10-K filings for the S&P 1500 companies 
for fiscal years ending February 2009 through 
January 2010 and provided by Capital IQ, a Standard 
& Poor’s business

n   Information on assumptions and methods from an 
internal survey of Mercer clients 

n   DC participant data from Mercer’s Outsourcing 
business

Throughout the report, “2009” refers to the fiscal years 
ending from February 2009 through January 2010, 
which captures the most recent information for retail 
companies, many of which have fiscal years ending in 
January. Similar conventions apply for earlier years. 
Market capitalization, wherever used, is as of the end 
of March 2010 (2009 data) and the end of January of 
the year following earlier data years. 

This report summarizes the key findings of the full 
electronic, interactive report, which is available at 
www.mercer.com/retirementbenchmarking.

Introduction
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The report contains summaries and analyses of  
information gathered from 10-K filings for S&P 1500 
companies for fiscal years ending through January 
2010. Of the 1,500 companies included in our survey:

n   749 sponsor a DB pension plan with:

 −   $1.54 trillion reported pension obligations as of 
fiscal year end

 −   $1.26 trillion reported pension assets as of fiscal 
year end

n   567 sponsor a PRM or life insurance plan 

n   1,365 sponsor a DC plan

 −  628 companies sponsor only a DC plan 

 −   737 others sponsor a DC plan in conjunction with 
either a DB or PRM plan, or both 

D
esign

Contributions
Investm

ent

Governance

Financial outcomes
o  Cash flow
o  Accounting
o  Economic cost
o  Benefit security

Business financial 
objectives
o  Competitive costs
o   Corporate risk

management
o   Participant risk 

management

About iRFM
Throughout this survey, we report corporate pension 
plan financial results over the past year from a variety 
of perspectives. Plan sponsors have three policy  
levers for managing these financial results: design, 
contributions and investment, as illustrated in the 
graphic above.  

Each of these policy levers can independently affect 
the immediate and ultimate cost and risks of provid-
ing benefits. However, each policy lever also interacts 
with the other two. For example, sponsors must 
consider the implications for investment strategy 
(investment lever) if they decide to seek a more stable 
future contribution stream (contributions lever) or to 
offer a more generous lump sum provision (design 
lever). Optimizing plan financial and risk management 
policies to achieve the sponsor’s ultimate objectives 
thus involves an integrated examination of these 
policy levers in the overall context of plan and  
corporate governance.

Summary of survey companies and sponsored plan types

Companies participating 
in a multiemployer 
arrangement of each type

Type of plan 2008 2009 2008 2009 2008 2009

DB, DC and PRM 550 510 550 510 550 510
 
DB and DC only 201 198 201 198 – –
DB and PRM only 27 27 – – 27 27
DC and PRM only – – 25 29 25 29
   
DB only 19 14 – – – –
DC only – – 589 628 – –
PRM only – – – – 0 1
  
Total survey 797 749 1,365 1,365 602 567

 DB 2008 DB 2009 DC 2008 DC 2009 PRM 2008 PRM 2009

 42 38 4 2 10 11

Companies with DB plans    Companies with DC plans   Companies with PRM plans

Introduction
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S&P 400 (mid cap)

S&P 500 (large cap)

S&P 600 (small cap)

S&P 1500 

Automobiles and components

Consumer durables and apparel

Consumer services

Media

Retailing

Food and staples retailing

Food, beverage and tobacco

Household and personal products

Energy

Banks

Diversified financials

Insurance

Real estate

Health care equipment and services

Pharmaceuticals, biotechnology 

and life services

Capital goods

Commercial services and supplies

Transportation

Semiconductors and 

semiconductor equipment

Software and services

Technology hardware and equipment

Materials

Telecommunication services

Utilities

S&P 400

S&P 500

S&P 600

S&P 1500

Consumer discretionary

Consumer staples

Energy

Financials

Health care

Industrials

Information technology

Materials

Telecommunication services

Utilities

Economic sector Industry group Sector
count

254

76

85

256

172

214

257

88

19

72

DB, DC 
and PRM

30%

58%

17%

34%

50%

18%

8%

64%

7%

35%

74%

62%

40%

39%

40%

38%

3%

18%

29%

57%

36%

44%

12%

4%

19%

72%

47%

88%

DB and 
DC only

18%

9%

14%

13%

8%

18%

12%

24%

10%

12%

9%

8%

8%

21%

4%

11%

6%

14%

17%

20%

12%

4%

19%

12%

19%

15%

16%

1%

DC 
only

41%

24%

58%

43%

33%

51%

68%

8%

74%

41%

13%

15%

40%

32%

48%

29%

62%

60%

44%

18%

38%

44%

53%

76%

52%

7%

32%

1%

Other

12%

9%

11%

11%

8%

12%

12%

4%

8%

12%

4%

15%

12%

9%

8%

22%

29%

8%

10%

5%

14%

7%

16%

9%

10%

7%

5%

10%

399

500

594

1493

12

65

66

25

86

17

46

13

85

82

50

55

69

120

52

137

50

27

57

104

96

88

19

72

Group
count

2510

2520

2530

2540

2550

3010

3020

3030

1010

4010

4020

4030

4040

3510

3520

2010

2020

2030

4530

4510

4520

1510

5010

5510

GICS
code

Summary of survey companies and sponsored plan types by economic sector

*

*

*

*Note: Data for missing companies were not reported in time to be included in the study.
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Key statistics
2009  

median
2009 

change

Funded ratio 75% +4%

Unfunded total retirement 
obligations as a percentage  
of market capitalization

2.0% -1.1%

We benchmarked corporate retirement programs in 
five key dimensions – pension health, materiality, vol-
atility, sustainability and assumptions/management 
decisions – to help employers evaluate and compare 
their retirement programs against those of the compa-
nies in the S&P 1500 as a whole or in various 
economic sectors. 

The pension health and materiality sections describe 
the current state of pension and other postretirement 
medical programs; we found modest improvements in 
funded status and reductions in the level of materiality. 

The volatility section describes employers’ risk  
management posture with regard to benefits that 
have already been earned and the assets that have 
been set aside to cover them. Risk postures did not 
change significantly during 2009 – some employers 
accepted higher levels of risk in return for the reward 
of potentially closing pension deficits or reducing 
reported costs. However, the stresses of the 2008 
market downturn and 2008–2009 recession have 
caused other plan sponsors to reevaluate the risk/
reward tradeoff and take actions to reduce or mitigate 
risks going forward.   

The sustainability section focuses primarily on how 
employers are delivering future benefits and whether 
plans are in the “accumulation” or “spend-down” 
phase. While we see some evidence that existing 
plans are maturing, most are still growing – through 
interest or benefit accruals, or both. The long-running 
trend toward defined contribution plans playing a 
bigger role in future retirement benefits continues  
and poses new risks and challenges for human 
resource managers. 

The management assumptions/decisions section 
outlines the key management-driven factors that 
influence balance sheet and income statement 
measures. Auditors are increasingly asking plan 
sponsors to support and document their “best 
estimate” of assumptions. 

Employers can use the three policy levers of Mercer’s 
Integrated Retirement Financial Management (iRFM) 
framework – design, contributions and investment – to 
manage the financial performance of their pension 
plans against these benchmarks. These policy levers, 
which should be managed and governed as a coordi-
nated strategy, allow a business to link its retirement 
financial objectives and constraints to its business 
financial outcomes.   

Pension health
Modest improvements despite strong asset returns and 
significant contributions

The financial health of pension plans improved 
modestly during 2009, with the median funded ratio 
increasing four percentage points, to 75%, and the 
median unfunded total retirement obligations 
decreasing to 2.0% of market capitalization (a decrease 
of 1.1 percentage points). This improvement was pri-
marily driven by contribution increases in the least 
funded plans (a result of the accelerated funding 
required under the Pension Protection Act of 2006). 
Even though funded status might have been expected 
to improve because of strong asset performance, 
falling discount rates caused plan liabilities to grow 
even faster than pension assets, resulting in a net 
increase in pension deficits due to market factors.

Highlights and principal conclusions
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Materiality
Rising market capitalization shrinks pension leverage, but 
deficits present cash flow challenges

Rising stock prices and market capitalizations helped 
reduce the overall size of retirement benefit obligations 
relative to plan sponsor size, with the median at  
10% of market capitalization in 2009, a decrease  
of seven percentage points from 2008. Despite the 
modest improvement in pension deficits noted  
previously, the 2008–2009 recession stressed corporate 
earnings and cash flows, resulting in no change in the 
multiple of operating cash flow to after-tax pension 
deficits, suggesting that pension deficits – and the 
related funding needs – may present significant chal-
lenges for cash flow and corporate financial planning. 
A significant minority (9%) of companies have plans in 
the most serious condition. These plans are both large 
(obligations that are more than 40% of market capital-
ization) and poorly funded (assets that are less than 
75% of obligations).

types of bonds used to determine pension discount 
rates. To manage funded status volatility most effec-
tively, sponsors would need to invest primarily in 
fixed income assets that parallel the types of bonds 
used to set pension discount rates; company asset 
allocations are currently more heavily tilted toward 
risky assets, taking on more risk (volatility) in the 
expectation of higher returns to help close the 
funding deficits. As a result, 90% of simulated 
year-end 2010 aggregate funded statuses are expected 
to fall between a $582 billion deficit and a $98 billion 
surplus – a $680 billion potential swing.  

Key statistics
2009  

median
2009 

change

Retirement benefit obligation 
as a percentage of market 
capitalization

10% -7%

Cash flow as a multiple of 
after-tax pension deficit

7x No 
change

Key statistics
2009  

median
2009 

change

Pension asset return 18.6% + 43.8%

Pension liability return 12.2% +8.7%

Pension asset return –  
pension liability return,  
as a percentage of PBO*

-1.6% +22.2%

5th to 95th percentile range 
of simulated 2010 year-end 
funded status

-$582  
billion  

to +$98 
billion

NA

* Projected benefit obligation

Volatility 
Assets underperform liabilities on a dollar basis; current 
asset allocation leads to significant potential volatility in 
funded status

In 2009, equity markets and discount rates moved in 
opposite directions, resulting in a median pension 
asset return of 18.6% and a median pension liability 
return of 12.2%. However, because most plans were 
underfunded at the beginning of 2009, dollar asset 
returns were not as large as dollar liability returns, 
and there was a median decrease in funded ratio due 
to market factors of 1.6% in 2009. The mismatch 
between asset and liability returns was driven by two 
primary factors – there were significant allocations to 
assets other than fixed income (“risky” assets), and 
investments in fixed income assets might have had 
shorter maturities or different credit quality than the 

Sustainability
Legacy deficits in maturing plans; rising importance of 
DC plans poses new risks and challenges for retirement 
security

Pension contributions increased significantly in 2009, 
as a result of the requirements under the Pension 
Protection Act of 2006 to accelerate funding of pension 
deficits, with the median contribution toward the 
deficit increasing from 0.64% to 2.33% of PBO in 2009. 
On an ongoing basis, the mix of current-year benefits 
continues its long-term trend toward defined contri-
bution (DC) plans, with the median DC cost (0.39%  
of revenue) exceeding the median cost of benefit 
accruals (0.35% of revenue) for the second consecutive 
year. Even so, the liabilities for most defined benefit 
(DB) plans are still growing with interest in excess of 
benefit payments, although at a decreasing rate. For 
about one-fifth to one-quarter of companies, the DB 

Highlights and principal conclusions
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Key statistics
2009  

median
2009 

change

Contributions toward the  
deficit, as a percentage of PBO

2.33% + 1.69%

DB plan accruals, as a  
percentage of revenue

0.35% +0.03%

DC plan costs, as a percentage 
of revenue

0.39% +0.02%

DC participant, average  
contribution rate (% of pay)

6.86% -0.10%

Average DC account asset 
return minus median  
DB asset return

-4.4% +4.3%

Service cost as a percentage 
of PBO

2.2% NA

Median discount rate minus 
benefit payments as a  
percentage of PBO

0.83% -0.22%

plan liability may be shrinking as benefit payments 
outpace the growth in liabilities due to benefit 
accruals and interest. 

This shift toward DC plans means that employees 
need to shoulder a greater share of the burden for 
their own retirement – and bear more of the risks for 
achieving financial security. However, as the recession 
unfolded in 2008 and 2009, employees reduced their 
own contributions to DC plans and had poorer overall 
investment performance than pension plans, despite 
having similar asset allocations. Employers that can 
recognize and address these emerging issues may 
have a competitive advantage in the labor market. 

Hypothetically, if the US were to adopt recent pension 
accounting proposals from the International 
Accounting Standards Board, the effect would have 
been relatively minor historically, although individual 
company circumstances could vary significantly. 

Management assumptions and decisions
No significant change in asset allocation; modest changes 
in expected return on assets and retiree medical trend 
assumptions

n   2009 discount rates were down 0.42% from 2008, 
although results were highly dependent on the 
fiscal year-end date. Most plan sponsors use some 
form of cash flow matching or bond model to deter-
mine the discount rate. 

n   The median expected return on assets assumption 
is 8%, with some variation depending on the alloca-
tion to risky assets in the portfolio. 

n   Most companies made no significant changes to 
their allocations to risky assets during 2009; 13% 
reduced risk allocations and 19% increased risk allo-
cations during 2009. 

n   Most companies assume that mortality rates will 
improve past the valuation date, and approximately 
one-third assume that mortality rates will continue 
to improve for the long term (seven years or longer). 

n   The median initial retiree medical trend decreased 
by 0.35 percentage points, to 8.25%, and the year in 
which the ultimate trend (5% in nearly all cases) 
would be reached was extended to 2016, an increase 
of one year.

Key statistics
2009  

actual
2009 

change

Discount rate (median) 5.83% -0.42%

Expected return on assets 
(median)

8.00% -0.25%

Weighted average allocation 
to risky assets 

62% +3%

Projected mortality  
improvement for 1–7 years

45% NA

Projected mortality  
improvement for 8+ years

32% NA

Initial retiree medical  
trend rate (median)

8.25% -0.35%

Ultimate retiree medical  
trend rate (median)

5.00% No 
change

Year of ultimate trend rate 
(median)

2016 +1

Highlights and principal conclusions
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Pension health

The financial health of pension and other postretirement medical and life insurance plans showed small improvements 
in 2009. Asset returns and employer contributions helped improve funded status, offset by the value of benefits 
earned during the year and liability losses (primarily driven by decreases in discount rates). In addition, rising stock 
prices helped shrink the size of retirement benefit deficits relative to market capitalization. Overall, companies with 
less well-funded plans in 2008 showed the biggest improvements in 2009, possibly due to the additional funding 
required for plans with larger deficits. 

Summary 
n   Aggregate pension deficits improved by $14 billion during 2009, from $305 billion to $291 billion.

n   Benefits earned, other employer actions and net market forces consumed $61 billion of the total $75 billion in 
aggregate contributions during 2009. 

n   Net market forces turned positive for the first quarter of 2010, creating an estimated improvement in funded 
status of $39 billion.

Analysis
The aggregate reported funded status (plan assets minus projected benefit obligation) of pension plans spon-
sored by the companies in the S&P 1500 improved by $14 billion during 2009. This improvement was primarily 
due to sponsor contributions in excess of the cost of additional benefit accruals and the net effect of market 
forces, defined as the difference between investment returns on the asset side and changes in discount rates and 
losses on the liability side. Asset returns were generally positive during 2009.  However, in aggregate, positive 
asset returns were more than offset by the effect of declining discount rates and other losses, which served to 
increase the value of the liabilities. During the first quarter of 2010, discount rates were generally stable while 
assets earned positive returns, thereby creating an estimated improvement of $39 billion in funded status.

Change in funded status – S&P 1500
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Summary 
n   The median funded ratio improved from 71% at year-end 2008 to 75% at year-end 2009 and is estimated to 

have improved to 78% at March 31, 2010. 

n   Funded ratios improved more for plans that were less well-funded in 2008.

Analysis
The projected benefit obligation (PBO) funded ratio – pension assets divided by pension liabilities – for companies 
in the S&P 1500 improved from 71% to 75% at the median. The dollar difference between assets and liabilities 
(PBO funded status) is recorded as an asset or liability on corporate balance sheets and is a primary measure of 
pension health. The improvement in the funded ratio was more pronounced for more poorly funded plans, as 
compared to plans with higher funded ratios (funded ratios of the top 25% of pension plans were relatively 
unchanged). Improvements in 2009 are attributable to employer contributions and positive asset returns, offset 
by benefits earned and losses on liabilities (primarily due to a decrease in discount rates). The median funded 
ratio was estimated to have improved in the first quarter of 2010 to 78%, based primarily on improved equity 
returns and relatively stable discount rates. 

The large-cap S&P 500 showed similar improvement, although the funded ratios for the S&P 500 were a few per-
centage points higher than for the S&P 1500 as a whole. The funded ratios were generally consistent across all 
economic sectors (72%–77%), except for the higher funded status for the financial sector (84%).

PBO funded ratio – S&P 1500
90th

75th

50th

25th

10th

Percentile

Pension health
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Summary 
n   The median ABO funded ratio improved from 78% at year-end 2008 to 82% at year-end 2009. 

n   Funded ratios improved more for plans that were less well-funded in 2008.

Analysis
During 2009, the median accumulated benefit obligation (ABO) funded ratio increased from 78% to 82%. The ABO 
measure differs from that used in corporate balance sheets – the projected benefit obligation, or PBO – discussed 
in the “Change in Funded Status” and “PBO Funded Status” analyses on pages 7 and 8, respectively. Some 
analysts believe that the ABO funded status is a more appropriate measure of pension health, as it reflects only 
those benefits accrued at the end of the fiscal year (that is, the “contractual” benefit promises) without projected 
future salary increases. The ABO improvements in 2009 are attributable to employer contributions and positive 
asset returns, offset by benefits earned and losses on liabilities (primarily due to a decrease in discount rates).  

The large-cap S&P 500 showed similar improvement, although the funded ratios for the S&P 500 were a few  
percentage points higher than for the S&P 1500 as a whole.

The median ABO funded ratios by economic sector ranged from 76% (information technology) to 91% (financials).

ABO funded ratio – S&P 1500
90th
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Percentile

Pension health
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Summary 
n   The median after-tax deficit improved from 2.2% of market capitalization in 2008 to 1.5% in 2009. 

n   The 2009 distribution for the bottom half of companies narrowed, with significant improvement at the 
10th percentile.

Analysis
The median after-tax pension surplus/(deficit) improved from (2.2%) of market capitalization in 2008 to (1.5%) in 
2009. To the extent that pension promises are not covered by plan assets, they represent a claim (on an after-tax 
basis) on shareholder value; this ratio thus measures the financial health of the pension plan from a shareholder 
perspective. For consistency purposes we assumed a 35% tax rate for all years and plan sponsors. (Actual tax 
rates vary.) A larger deficit may imply that the cash needed for pension funding may have to come from new  
borrowing or by postponing other investments in the business – a particularly challenging issue as the economy 
slowly emerges from recession. The 2009 amounts at the median, 25th and 10th percentiles improved from 2008, 
with the 10th percentile showing the most significant change. This improvement may have come from a  
combination of plan contributions (poorly funded plans) and higher market capitalization (higher stock prices). 

The improvement pattern for the large-cap S&P 500 was similar. By economic sector, utilities had the largest 
median deficit relative to market capitalization, and the financial sector had the smallest. The materials and  
utilities sectors had the widest ranges of variation. 

After-tax pension surplus (deficit) – S&P 1500
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Summary 
n   The median after-tax deficit of combined pension and postretirement medical plans improved from 3.1% of 

market capitalization in 2008 to 2.0% in 2009. 

n   The 2009 distribution for the bottom half of companies narrowed, with significant improvement at the 
10th percentile.

Analysis
The median after-tax combined pension and other postretirement medical (PRM) / life insurance surplus/(deficit) 
improved from (3.1%) of market capitalization in 2008 to (2.0%) in 2009. To the extent that pension and PRM  
promises are not covered by plan assets, they represent a claim (on an after-tax basis) on shareholder value; this 
ratio thus measures the combined financial health of the pension and PRM plans from a shareholder perspective. 
Since PRM plans tend to be unfunded, these values are higher than the corresponding values for pension plans 
only; otherwise, the analysis is similar to the pension-only analysis.   

When total pension and PRM benefits are taken into account, the largest median deficit as a percentage of 
market capitalization was in the utilities sector (which also had the greatest prevalence of PRM plans); the 
smallest deficits were in the financial, health care and information technology sectors (in which PRM plans are 
among the least prevalent). 

The widest distribution of results was in the materials and telecommunications services sectors, compared to 
materials and utilities when considering pension plans only.

After-tax total retirement benefit surplus (deficit) – S&P 1500 
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Materiality

Summary 
n   The median ratio of PBO to market capitalization decreased from 16% in 2008 to 10% in 2009, largely due to 

increasing stock prices. 

n   No sector had a ratio exceeding 100% at the 90th percentile.

Analysis
At the end of the 2009 fiscal year, the median ratio of projected benefit obligation (PBO) to market capitalization 
was 10% for companies in the S&P 1500 with pension plans, as compared to a median ratio of 16% (not shown) 
for companies in the large-cap S&P 500 in 2008. This ratio measures how material the pension plans are, relative 
to the size of the company as a whole. A higher percentage could be the result of a relatively large PBO, a  
relatively small market capitalization, or both. A higher percentage indicates that pension plan liabilities can  
be important drivers of business performance. Stock prices rallied in 2009, increasing market capitalization  
and decreasing many of these ratios. The health care sector had the lowest median ratio at 3%, and the  
telecommunications services sector had the highest median ratio at 27%. 

In 2008 (not shown), the consumer discretionary and materials sectors had 90th percentile ratios above 100%, 
indicating that the value of PBO exceeded the market value of the company. In 2009, the 90th percentile ratios  
for these sectors were 58% and 80%, respectively; the highest 90th percentile ratio for the other sectors was  
73% (industrials).

PBO/market capitalization by economic sector – S&P 1500 
90th
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Rising stock prices in 2009 had a positive effect on market capitalization, reducing the relative size of retirement plan 
obligations compared to company size, although there is significant variation by economic sector. However, pension 
deficits would still require a significant portion of corporate cash flows if companies were to choose to fully fund  
their plans. More than half of the pension plans reported either are less than 100% funded or have liabilities that are 
more than 10% of market capitalization; a small subset of these companies have plans that are both poorly funded  
(less than 75%) and large (greater than 40%) relative to market capitalization.
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Summary 
n   The median ratio of total benefit obligation (pension plus postretirement medical and life insurance) 

to market capitalization decreased from 17% in 2008 to 10% in 2009, largely due to rising stock prices. 

n   No sector had a ratio exceeding 100% at the 90th percentile.

Analysis
At the end of the 2009 fiscal year, the median ratio of total benefit obligation to market capitalization was 10% 
for companies in the S&P 1500 with pension or postretirement medical (PRM) plans, as compared to a median 
ratio of 17% (not shown) for companies in the large-cap S&P 500 in 2008. The total benefit obligation includes 
both pension and PRM liabilities and measures how material the combined plans are, relative to the size of the 
company as a whole. Larger percentages indicate that these plans can be important drivers of business perfor-
mance. Much of the decrease in 2009 ratios can be attributed to rising stock prices and market capitalizations. 

The health care sector had the lowest median ratio at 3%, and the utilities sector had the highest median  
ratio at 33%. 

No economic sector had a 90th percentile ratio above 100%, which would indicate that the value of the pension 
and retiree medical plans exceeded the market value of the company; three sectors were in this situation in 2008 
(not shown). 

Comparing these ratios to the pension-only ratios in “PBO/Market Capitalization By Economic Sector” on page 12  
provides a rough idea of the relative size of the PRM plans. By this measure, the utilities sector, which had the 
greatest prevalence of PRM plans, also showed the largest difference, at 7% of market capitalization at the median.

Total retirement benefits/market capitalization by economic sector – S&P 1500
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Materiality
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Summary 
n   The median ratio of pension assets to market capitalization decreased from 12% in 2008 to 9% in 2009, largely 

due to rising stock prices.

Analysis
At fiscal year-end 2009 in the S&P 1500, the median company’s pension assets were approximately 9% of its 
market capitalization. In comparison, median assets were 12% of market capitalization in the S&P 500 in 2008 
(not shown). This ratio measures how material the pension plan assets are, relative to the size of the company  
as a whole. A larger percentage indicates that pension plan asset performance can be an important driver of 
business performance. After sharp declines in 2008, 2009 saw a rally in both pension asset and stock values, with 
the influence of the latter being predominant. The health care sector had the lowest median ratio at 3%, and the 
telecommunications services sector had the highest median ratio at 26%.

No economic sector had a 90th percentile ratio above 100%, which would indicate that the value of the assets 
exceeded the market value of the company; the consumer discretionary and materials sectors were in this  
situation in 2008 (not shown).

Pension assets/market capitalization by economic sector – S&P 1500
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Summary 
n   There was little change from 2008; cash flow multiples remained at recent lows, significantly below 2007 levels, 

suggesting that pension deficits – and the related funding needs – may present significant challenges for cash 
flow and corporate financial planning. 

Analysis
The median cash flow multiple in 2009 was seven times the after-tax pension deficit, unchanged from 2008. This 
measure indicates how quickly a company could fully fund its pension deficit should it choose to, assuming it 
had no other competing uses for the cash. 

Dividing 52 by the cash flow multiple produces the average number of weeks of cash flow needed to completely 
fund the deficit on an after-tax basis. For example, the 2009 median cash flow multiple of 7x would require 
roughly 7½ (that is, 52 ÷ 7) weeks of a company’s average operating cash flow to cover the deficit. At the 10th  
percentile, the multiple of 1x cash flow means that approximately one full year’s cash flow would be needed to 
fully fund the pension deficit.

Although this multiple remained stable in 2009, it remains much weaker than its 2007 level at all percentiles, 
reflecting the significant decline in funded status in 2008 and suggesting that pension deficits – and the related 
funding needs – may present significant challenges for cash flow and corporate financial planning.  

There is considerable variation among industries. The lowest multiples were found in the materials and utilities 
sectors, while the highest multiples were found in the energy sector. 

Operating cash flow/after-tax pension deficit – S&P 1500 
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Summary 
n   9% of companies have plans that are in the most serious condition –  poorly funded and large, relative to the 

size of the company

n   45% of companies have plans that may be of some concern – not fully funded and significant, relative to the 
size of the company

n   46% of companies have plans that are of less concern – either fully funded or a low level of materiality

Analysis
This chart compares the primary health measure (the PBO funded ratio) with a key materiality measure (PBO/
market capitalization). Companies for which pension issues are likely to be the most serious (9% of companies) 
are closest to the lower left corner, in the red-shaded region of the chart. These plans are poorly funded and are 
very material compared to the size of the corporation. These companies may have the greatest need to finance 
the pension deficit but the fewest resources to do so. 

The yellow-shaded area (45% of companies) includes plans that are somewhat better funded and/or smaller in 
size relative to the red region. The unshaded area (46% of companies) represents plans of less concern, because 
they are either better funded or smaller relative to the size of the company, or both.

Roughly half of this latter group (accounting for about 21% of all companies) fall in the lower right section. 
Although plans are poorly funded for these companies, they are also small in size relative to the size of the  
corporation, indicating that making up the deficit would likely not be particularly burdensome for these  
companies should they choose to use cash to fund their pension shortfalls.

Funded status and relative plan size – S&P 1500 

Materiality



17

Volatility

Equity markets and plan assets partially rebounded in 2009, following a steep decline in 2008. However, declining interest 
rates and other losses drove up liabilities and the net effect of market factors on funded ratios was slightly negative. Due 
to strong equity performance, market factors resulted in a smaller decline in funded ratios for plans that were more heavily 
invested in risky assets than for plans with a significant investment in fixed income assets. However, funded status declined 
even for plans with significant allocations to fixed income assets, possibly due to a mismatch between those fixed income 
investments and the bonds used to determine pension discount rates. S&P 1500 companies are maintaining significant  
allocations to risky assets (see the section ”Management Assumptions and Decisions,” beginning on page 35) resulting 
in projected year-end 2010 funded ratios ranging from 66% to 107% at the 5th and 95th percentiles, respectively. 
Ninety-five percent of companies have underfunded plans; approximately one-quarter of them are expecting the  
significant allocation to risky assets to generate asset returns that will exceed the expected growth in plan liabilities due 
to interest and benefit accruals. In other words, these companies are expecting to be able to close the pension deficit solely 
on the basis of investment performance. The remaining companies, by contrast, will need to make contributions to 
prevent pension deficits from worsening.  

Summary 
n   Asset returns rebounded significantly in 2009, contributing to improvements in funded status.

n   The spread between good performance (90th percentile) and median performance (50th percentile) 
was considerably narrower than in the previous year.

Analysis
In 2009, the median actual asset return increased to 18.6% from the prior year’s return of -25.2%. Excluding the 
lowest 10% of companies (which may be those with fiscal years ending in early 2009), actual returns at all distri-
bution levels were the highest during the period shown. The distribution of actual returns is not symmetrical, 
with a spread between the 50th and 90th percentiles of 7.7%, while the spread between the 50th and 10th per-
centiles was more than four times as large at 32.3%. Returns by economic sector were generally similar at the 
median, with exceptions at the low end (11.1% to 12.7% in consumer staples and information technology) and at 
the high end (20% to 22% in energy and utilities). The range of returns was very wide for the consumer discre-
tionary, consumer staples and information technology sectors. Some of these differences among sectors may be 
linked to the proportion of companies with non-calendar fiscal years, since investment returns were generally 
poor in the first few months of 2009 and began to rebound as the year progressed. Results for the S&P 500 are 
similar to those presented for the S&P 1500.

Pension asset return – S&P 1500
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Summary 
n   The actual return on plan liabilities rose sharply in 2009, from 3.5% to 12.2% at the median, mainly driven by a 

drop in discount rates.

n   Liability returns varied widely, based on individual plan circumstances.

Analysis
Liability return is composed of interest growth (discount rate multiplied by the liability at the beginning of the 
year), valuation changes due to changes in discount and currency exchange rates, demographic experience  
differing from the actuarial assumptions, and changes in actuarial assumptions. The median liability return 
increased from 3.5% in 2008 to 12.2% in 2009. The majority of companies decreased discount rates in 2009, 
causing an increase in liability return. The large range of liability returns may reflect the effect of different  
fiscal year-end dates, as interest rates remained relatively high in early 2009 and began to decline in April/May.

The return on plan liabilities was consistent in the S&P 500 and across economic sectors, ranging from  
10.6% (financials) to 14.6% (energy).

Pension liability return – S&P 1500
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Summary 
n   At the median, pension funded ratios fell by 1.6% due to market changes. However, the 2009 median was 

markedly improved over the median 23.8% net decrease in 2008.

n   The median net return varied considerably by economic sector, with a low of -11.2% (consumer staples) to a 
high of +3.2% (financials). 

Analysis
The difference between asset return and liability return shows funded status changes due to market factors. 
(Funded status also changes because of benefit accruals, contributions and employer decisions such as plan 
amendments). Many sponsors have explored strategies to control market fluctuations in funded status through 
“liability-driven investing” and other variations aimed at improving the correlation of asset and liability returns. 
(For additional analysis, see “Asset Return Minus Liability Return, By Investment Strategy” on page 20.)  

The median net rate of return was -1.6% in 2009, meaning that market factors reduced funded ratios by that 
amount. The wide variation in net return between the 10th and 50th percentiles was driven by the wide variation 
in asset return. Asset return was also a key factor behind the variation by economic sector. The consumer staples 
sector had net returns considerably below those of other sectors (-11.2% versus -3.5% to +3.2% for all other sectors).   

Change in funded ratio: Asset return minus liability return – S&P 1500 
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Summary 
n   Strong equity returns during 2009 helped boost the relative performance of plans that were more heavily 

invested in risky assets.

n   However, plans that had significant investments in fixed income assets fared worse than average, reflecting a 
mismatch between invested assets and liability performance.

Analysis
The difference between asset return and liability return shows funded ratio changes due to market factors. This 
chart focuses on the relationship of these changes to investment strategy, based on how large a percentage of 
assets was invested in “risky” (other than fixed income) assets. Risky assets include mostly equities, as well as 
other assets with equity-like characteristics.  

At the median, plans with the lowest exposure to risky assets performed worse than average in 2009, with 
market factors causing funded ratios to fall by 5.5% and 5.6% for the two lowest exposures to risky assets, 
compared to a decrease of 1.6% for the S&P 1500 as a whole and an increase of 0.1% for the plans with the 
largest exposure to equities. 

The underperformance of plans with smaller allocations to risky assets indicates that plan investments might 
have shorter maturities or different credit quality than the types of bonds that determine pension discount rates. 
For example, the return on the Barclays Long Government Index was -12.18% for 2009, compared to the return on 
the Barclay’s Long Credit Index of +16.83%.  

In addition to the effects of specific plan investments, variations in funded status can also affect the difference 
between asset and liability returns. An asset return of 10% would improve the funded ratio by only 8% in a plan 
that is 80% funded, but would improve the funded ratio by 10% in a plan that’s 100% funded. If the liability return 
were 9%, the first plan would show a net change in funded ratio of -1%; the second would show a net change  
of +1%. 

Asset return minus liability return, by investment strategy – S&P 1500
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Summary 
n   The aggregate funded status for the S&P 1500 at Dec. 31, 2010, is expected to range from a deficit of $582 billion 

(66% funded ratio) to a surplus of $98 billion (107% funded ratio) at the 5th and 95th percentiles, respectively. 

n   The middle 50% of results (25th to 75th percentile) are expected to range between a deficit of $381 billion 
(76% funded ratio) and a deficit of $102 billion (93% funded ratio). 

Analysis
At March 31, 2010, plans in the S&P 1500 had an estimated aggregate funding deficit (PBO minus assets) of  
$252 billion. Collectively, their funded status (PBO divided by assets) stood at 84%.

The aggregate funded status for the S&P 1500 at Dec. 31, 2010, is expected to range from a deficit of $582 billion 
(66% funded ratio) to a surplus of $98 billion (107% funded ratio) at the 5th and 95th percentiles of simulated 
results (the top and bottom areas), respectively.  

The middle 50% of simulated results (25th to 75th percentile, or the inner two areas) are expected to range 
between a deficit of $381 billion (76% funded ratio) and a deficit of $102 billion (93% funded ratio).

The difference between the median ending funded status (84%, $242 billion deficit) and the fifth percentile result 
(66% funded, $582 billion deficit) is called the Value-at-Risk at the 5% level (VaR5). The relatively large magnitude 
of this risk for the S&P 1500 is due to a significant allocation to risky assets; individual companies can use  
investment policy to manage this risk (in return for less of a potential upside reward) by better matching the 
investments to the interest rate risks embedded in the liabilities.

Potential funded status volatility – S&P 1500

Volatility
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Summary 
n   72% of companies have underfunded plans and expect to have liabilities grow faster than assets (72% of plans)

n   23% of companies have underfunded plans but expect assets to grow faster than liabilities

Analysis
Expected excess return measures the degree to which a plan’s asset return is expected to cover the growth in 
plan liabilities. An overfunded plan may run the risk of generating a “trapped surplus” – more assets than needed 
to provide participant benefits but that are not available for more productive uses. Plans in this position have 
little upside benefit from investing in risky assets and may need to reconsider the risk-reward tradeoffs of their 
asset allocations.  

For an underfunded plan, however, if expected excess return is realized, it can help reduce the contributions 
needed to close the deficit. 

The majority of companies (72%, lower-left quadrant) have pension deficits and expect liabilities to grow faster 
than assets. These companies may have an incentive to take investment risk to close the funding gap, provided 
that the associated risk is affordable. 

The next largest group of companies (23%, upper-left quadrant) has underfunded plans but expects the assets to 
grow faster than the liabilities. These companies may wish to “lock in” funded status gains by gradually de-risking 
as funded status improves. 

Only about 5% of companies (right half) have plans in a surplus position, and most of those expect assets to grow 
faster than liabilities. These companies need to be aware of the potential for trapped surplus, especially if the 
nature of the growth rate of liabilities were to change (for example, by a plan closure or freeze).

Expected excess return and funded status – S&P 1500

Volatility
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Sustainability

In 2009, companies contributed significantly more than the cost of benefits earned during the year, as the requirements 
to fund year-end 2008 deficits began to kick in. Contributions to the total retirement program (including pensions) did 
not increase as much as pension contributions, reflecting the broader availability of defined contribution (DC), 401(k)  
or other plans for which contributions did not change significantly and, to a lesser extent, retiree medical claims that 
did not increase as fast as defined benefit (DB) contributions. For the second consecutive year, “operational” expense 
(service cost) for DB plans was less than the cost for DC plans, reflecting a long-running shift toward providing benefits 
through DC plans.  

DC plan participants have been reducing their contribution rates over the past two years, and although their overall 
asset allocations are similar to pension plan asset allocations, the actual performance of DC plan accounts has signifi-
cantly lagged behind that of DB plans in the past several years. This underperformance may be due to participants 
exchanging out of equities near the market bottom and not exchanging back into equities until after equities had 
already rallied significantly. 

On April 29, 2010, the International Accounting Standards Board proposed revisions to pension accounting for compa-
nies that report under international standards. If these proposals had applied to companies reporting under US GAAP, 
the effect on historical pension expense calculations would have been relatively minor on average, although individual 
company circumstances could vary considerably. 

Most pension plans are still in the “growth” phase – either providing significant additional accruals relative to the  
obligation or having liabilities that grow faster from interest than they are drawn down through benefit payments. 
However, a significant portion of companies – between one-fifth and one-quarter of plans surveyed – may be entering  
a more mature or “spend down” phase, with plans that do not provide either significant benefit accruals or benefit 
payments that would eat into principal of a fully funded plan. Since 2007, plans have shown a gradual trend toward  
a more mature status.

In general, total expenditures on retirement benefits seem to be greater when there is a DB pension plan than when 
there is not. Employees in DC-only arrangements need to shoulder a greater share of the burden for their own retire-
ment and must also bear more of the risks associated with achieving financial security. Employers that recognize and 
address these emerging issues will have a competitive advantage in the labor market.
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Summary 
n   Median contributions in excess of the cost of benefit accruals rose significantly between 2008 and 2009, 

from 0.64% to 2.33% of PBO.

n   And 75% of plan sponsors contributed more than the cost of benefit accruals. 

Analysis
To the extent that contributions exceed the value of benefits earned by participants during the year, the excess 
reduces the deficit or increases the surplus in the plan. Expressed as a percentage of the projected benefit  
obligation (PBO), this amount shows the approximate improvement in the funded ratio, all other things being 
equal. During 2009, the median plan sponsor contribution improved the funded ratio by 2.33% – representing 
contributions in excess of the value of benefits earned by participants. In fact, 75% of plan sponsors made such 
deficit-reducing contributions.  

The funding rules under the Pension Protection Act (PPA), which became effective in 2008, require sponsors to 
fund pension deficits (as measured on the basis of PPA rules) over a seven-year period. In addition, some plan 
sponsors are making additional contributions to avoid benefit restrictions under PPA rules.

Results for the large-cap S&P 500 were similar. However, the results by economic sector varied considerably,  
with median excess contributions ranging from -0.08% of PBO (less than the value of benefits earned) in the  
telecommunications sector to +3.62% in the energy sector. At the 90th percentile, plan sponsors made significant 
additional contributions, reaching as high as 12.48% of PBO within the financials sector.

DB contributions minus service cost – S&P 1500
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Summary 
n   Median pension contributions increased significantly from 0.29% to 0.55% of revenue. 

n   Median total retirement program contributions showed a smaller increase, from 0.62% to 0.68% of revenue. 

Analysis
Median pension contributions (left side) increased significantly, from 0.29% to 0.55% of revenue, as employers 
began funding the deficits appearing at the end of 2008. At the same time, median contributions to the total 
retirement program (defined benefit, defined contribution, postretirement medical and multiemployer, shown  
on the right) increased by a lesser amount, from 0.62% to 0.68% of revenue. Contributions to the more broadly 
available defined contribution or 401(k) plans did not change significantly and retiree medical claims did not 
increase as fast as defined benefit contributions. These factors combined to mitigate the effects of rising pension 
contributions and a 6.5% decline in median revenue from 2008. 

For the large-cap S&P 500 companies, pension plans were more prevalent and a larger driver of total contribu-
tions, with median pension contributions increasing by 0.31% of revenue, from 0.35% to 0.76%, and median total 
contributions increasing by 0.27% of revenue, from 0.81% to 1.01%.  

Although some companies cut back on defined contribution plan contributions in 2009 in response to the  
recession, an almost equal number increased their contributions to these plans, resulting in little change to 
aggregate and median amounts. 

The range and mix of pension and total contributions vary considerably by economic sector, as might be expected.

Pension contributions – S&P 1500
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Summary 
n   Operational expense for DC plans again exceeded that of DB plans.

n   Median DB operational expense increased from 0.32% to 0.35% of revenue.

n   Median DC operational expense increased from 0.37% to 0.39% of revenue.

Analysis
The operational component of plan costs includes service cost for pension and postretirement medical (PRM) 
plans, as well as contributions to defined contribution (DC) and multiemployer plans. For the second consecutive 
year, median spending on DC plans (0.39% of revenue) exceeded that of defined benefit (DB) plans (0.35%),  
confirming that the balance of retirement benefits continues to tilt toward DC plans. Operational expense for  
DB plans rose from 0.32% of revenue in 2008 to 0.35% in 2009, likely reflecting both lower discount rates as well 
as reduced corporate revenue due to the economic downturn. The lower revenue also contributed to the higher 
operational expense for DC plans (0.39% in 2009, up from 0.37% in 2008), offsetting the impact of suspension  
of contributions to DC plans by some employers. Operational expense for PRM plans held steady at 0.04%,  
significantly smaller than the other two major retirement programs. 

The large-cap S&P 500 companies showed similar trends. By economic sector, utilities had the largest relative DB 
operational costs, and the financial sector had both the largest relative DC costs and the largest variation in both 
DB and DC costs. 

Comparative operational expense – S&P 1500
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Summary 
n   In the past year, participants have reduced their asset allocations to capital preservation funds from 

30% to 22%. 

n   Most of this reduction went toward equity (increased from 43% to 49%) and balanced funds (increased from 
14% to 17%). 

Analysis
In the past year, we have seen defined contribution balances shift away from capital preservation funds and 
toward equities and age-based pre-diversified funds. Since March 2009, the types of funds showing the biggest 
changes include age-based (+40%), money market (-38%), stable value (-25%), loans (-19%), equity (+23%) and 
international (+26%). To some degree, the shift from “safe” assets to riskier assets may reflect either strong  
equity returns during the period (with no rebalancing) or the beginning of a reversal of the “flight to quality”  
that prevailed at the height of the credit crisis.

Source: DC plans serviced by Mercer’s Outsourcing business.

DC plan participant asset allocation

Source: Survey of Mercer DC outsourcing clients

Sustainability
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Summary 
n   Average contribution rates declined slightly in 2009, from 6.96% to 6.86%, following the large drop in 

contributions during 2008 in response to the economic crisis.

n   Participants who are closer to retirement consistently contribute at greater rates than younger participants.  

Analysis
There is a clear relationship between age and contribution rates, with participants who are closer to retirement 
consistently contributing at greater rates than younger participants. That said, contribution rates at all ages have 
dropped somewhat in the past two years.

While we are seeing more people increase their contribution rates and fewer people reduce their contribution 
rates to zero, the overall average contribution rate dropped from 7.46% of pay at the end of 2007 to 6.86% at the 
end of 2009. Perhaps this drop reflects financial pressures that employees and their families are facing due to the 
economic downturn.

The under-30 age group had the biggest decrease in contribution rates –  from 4.86% at the end of 2007 to 4.04% 
at the end of 2009.  

Source: DC plans serviced by Mercer’s Outsourcing business.

DC plan participant contribution rates

Sustainability
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Summary 
n   Despite having an asset allocation similar to DB plans, DC plan participants have consistently achieved lower 

investment returns than DB plans, with 2009 returns 4.4% below the median return for DB plans.

n  Similar to DB plans, positive returns in 2009 partially recovered some of 2008’s losses. 

Analysis
After being sharply negative in 2008, investment returns turned positive in 2009 for both defined benefit (DB) and 
defined contribution (DC) plans serviced by Mercer’s Outsourcing business. However, despite asset allocations 
that are broadly similar to those in DB plans, DC plan participants have consistently achieved lower investment 
returns than DB plans, lagging the median DB plan by 4.4% in 2009. 

One reason for the difference may be the timing of trades. According to transfer data, the majority of fund  
transfers in the fourth quarter of 2008 were out of equities and into capital preservation funds, locking in market 
losses. Many of these participants were slow to return to equities as the market recovered, missing out on some 
of the market’s gains. If this differential in investment returns persists over the long term, employers will need to 
spend more on DC plans to provide the same level of benefits as could be provided through a DB plan. The level 
of participant retirement income – and the ability to retire – could also potentially be adversely affected. 

Source: DC plans serviced by Mercer’s Outsourcing business.

DC plan asset returns
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Summary 
n   On average, the IASB proposal would not significantly affect US plan sponsors if it were applied to US plans, 

although individual company circumstances could vary significantly.  

n   The median 2009 change in expense would be 0.0% of revenue, although the aggregate dollar pension expense 
for the S&P 1500 would be about 15% higher. 

Analysis
The International Accounting Standards Board issued an exposure draft on April 29, 2010, with proposed amend-
ments to “IAS 19 Employee Benefits” to address current problems prior to undertaking a more comprehensive 
review of pension accounting. If finalized in their current form, the proposals would be effective beginning  
Jan. 1, 2013, for companies reporting under International Financial Reporting Standards. It is not clear when, or if, 
the proposals would be effective for companies reporting under US GAAP.  

The proposal redefines employee benefit cost as operating cost (service cost plus plan amendments) and  
financing cost (interest on surplus/[deficit] based on the discount rate). All other changes in surplus due to 
remeasurements (actuarial gains/losses, settlements, and the impact of the asset ceiling) would be recognized  
in other comprehensive income outside of earnings (profit or loss). The use of the discount rate in determining 
the return on assets component of the financing cost is expected to increase employee benefit cost, although  
the elimination of the loss amortization component of expense would be expected to reduce cost.   

If this proposal were applied to the S&P 1500 companies, the effect would be very small, on average, as a  
percentage of revenue (median near zero) and relatively small in dollar expense terms (aggregate 15% increase). 
However, the effect could vary considerably by an individual company’s circumstances, including funded status 
and the size of unrecognized losses that are being amortized into income.   

Pro forma change in pension expense under IASB proposal – S&P 1500
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Summary 
n   The proportion of plans with service cost less than 1% of PBO in the S&P 500 increased from 11% in 2004 to 

18% in 2009, suggesting a movement toward plan freezes.

n   Including all the companies in the S&P 1500 increases to 22% the proportion of plans with service cost ratios of 
less than 1%.

Analysis
Pension service cost, as a percentage of projected benefit obligation (PBO), is a measure of the maturity or frozen 
status of a plan. Plans with significant ongoing benefit accruals would tend to have larger ratios while plans that 
are closed, frozen, or have a large proportion of inactive or retired participants would show lower (or zero) ratios. 
(Frozen plans may not be exactly zero if the reported service cost includes administrative costs or aggregates the 
costs for multiple plans sponsored by the same company.)

The chart shows the ratios computed for 2009 and 2004 for the S&P 500, to show trends in the past five years. In 
addition, we have expanded the data for 2009 to show the S&P 1500. The proportion of plans with service cost 
less than 1% of PBO in the S&P 500 increased from 11% in 2004 to 18% in 2009, suggesting a movement toward 
plan freezes. Including all the companies in the S&P 1500 increases the proportion of these plans to 22% for 2009. 

However, among S&P 1500 companies with pension plans in 2009, more than half (56%) provided meaningful 
benefit accruals in excess of 2% of PBO.

Service cost/PBO
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Summary 
n   The median pension service cost, as a percentage of PBO for the S&P 1500, is 2.2%.

n   Median results by economic sector vary from 1.7% (telecommunications) to 2.8% (energy and financials).

n   Several sectors (energy, financials, health care and information technology) had a considerably larger than 
average range of ratios.

Differences among economic sectors reflect differences in workforce composition as well as differences in 
industry practice, such as the level of retirement benefits relative to compensation or extent to which retirement 
benefits are delivered through a DB plan.

Service cost/PBO by economic sector
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Summary 
n   Payout ratios for most plans are less than the typical discount rate, meaning the plan liability is still growing 

(when ignoring the service cost) and the plan is still in the accumulation phase.

n   Approximately one-quarter of plans are in the spend-down phase, where the payout ratio exceeds the typical 
discount rate. 

n   Plans are trending toward a spend-down phase. 

Analysis
One measure of a pension plan’s maturity is its payout ratio – the benefit payments divided by the projected 
benefit obligation (PBO). A smaller ratio – for example, one that is less than the discount rate – indicates that 
plan liabilities are growing with interest faster than they are being drawn down by benefit payments. (Plan  
liabilities may also grow with benefit accruals, which are ignored here.). Likewise, a larger ratio – for example, 
one that is more than the discount rate – indicates that a plan that has entered its spend-down phase and  
would be expected to shrink over time. The median ratio of 5% for 2009 was less than the typical discount rate. 
However, at the 75th percentile, the payout ratio was approximately 6.5%, which is slightly more than the typical 
discount rate, indicating that approximately one-quarter of plans might be in the spend-down phase.

Overall, the difference between the median discount rate and the median payout ratio has been falling since 
2007 and currently stands at 0.83%, possibly indicating a gradual maturing of plans over that period.

Results for the S&P 500 are similar. The telecommunications sector had the highest median payout ratio (6.3%) 
and the widest range of variation. All other sectors had median payout ratios ranging between 3.9% and 5.8%. 

Benefit payments/PBO – S&P 1500 

90th

75th

50th

25th

10th

Percentile

Sustainability



34

Summary 
n   In general, companies with a DB plan spend, on average, more on total retirement benefits than companies 

without a DB plan.

n   However, the correlation is weak and does not take into account other compensation costs or benefits.

Analysis
This chart compares the total operational expense for all retirement benefits with the operational (service) cost 
of defined benefit (DB) pension benefits, each as a percentage of revenue.

More than half of the companies offer no DB benefit accruals. For these companies, the median total retirement 
cost is 0.35% of revenue. The median total retirement cost for the companies that have DB accruals is 0.86%  
of revenue. 

The median total cost of retirement benefits is 0.58% of revenue. In the subset of companies with below-median 
total cost, the median DB cost is 0.00% of revenue. In the subset of companies with above-median total, the 
median DB cost is 0.29% of revenue. 

In general, companies with a DB plan spend, on average, more on total retirement benefits than companies 
without a DB plan, providing some support for the conventional wisdom that companies may spend less –  
and therefore provide smaller benefits – when defined contribution plans are the primary retirement vehicle. 
However, we are cautious about the interpretation of the data – the correlation is weak and does not take into 
account other compensation costs or benefits, or other factors such as company size or industry.  

Total operational cost vs. DB service cost – S&P 1500
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Management assumptions and decisions

n   2009 discount rates were down 0.42% from 2008, although results were highly dependent on the fiscal year-end date. 
Most plan sponsors use some form of cash flow matching or bond model to determine the discount rate. 

n   The median expected return on assets assumption is 8%, with some variation depending on the allocation to risky 
assets in the portfolio. 

n   Most companies made no significant changes to their allocations to risky assets during 2009; 13% reduced risk 
allocations and 19% increased risk allocations during 2009. 

n   Most companies assume that mortality rates will improve past the valuation date, and approximately one-third assume 
that mortality rates will continue improving for the long term (seven years or longer). 

n   The median initial retiree medical trend decreased by 0.35 percentage points, to 8.25%, and the year in which the 
ultimate trend (5% in nearly all cases) would be reached was extended to 2016, an increase of one year. 
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Summary 
n   Discount rates declined substantially between year-end 2008 and 2009 as the financial crisis subsided; 

the median discount rate decreased by 42 basis points.

n   The dispersion between the highest and lowest discount rates narrowed to pre-crisis levels.

Analysis
After rising through 2008, discount rates declined substantially as the financial crisis subsided and credit spreads 
contracted. Credit spread is the difference between AAA government bond yields and the yields on AA corporate 
bonds, typically used for pension discount rates. The discount rate shown is a composite of all pension obligations 
(US and non-US). US-only discount rates (which may include some non-US plans for companies that did not 
report them separately) showed a similar pattern.

Discount rates varied considerably throughout the year, peaking in April and bottoming out in September.

The dispersion of discount rates at the end of 2009 was considerably narrower than 2008 levels and was broadly 
similar to the dispersion in rates from 2006 and 2007. The dispersion was unusually wide in 2008, paralleling  
the wide dispersion of AA bond yields, and reflected increased volatility in interest rates, credit spreads and  
corporate bond yields as the credit crisis unfolded. The narrower dispersion that existed at the end of 2009 
reflects a return to more normal corporate interest rate conditions.

Weighted average discount rate at fiscal year end – S&P 1500
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Summary 
n   Discount rates for fiscal years ending in the early part of the year (January through April) were quite high 

compared to fiscal years ending later in the year.  

n   Volatility in the corporate bond market continued through early 2009; high-quality corporate bond yields 
peaked in the March/April timeframe before beginning to decline in May and bottoming out in September.

Analysis
Accounting standards require that the discount rate must reflect the rates available on high-quality corporate 
bonds at the fiscal year end.  

Corporate bond yields were elevated and rising in the first few months of 2009, reaching a peak in March and 
remaining quite elevated in April. Credit spreads (the difference between AAA government bond yields and the 
yields on AA corporate bonds, typically used for pension discount rates) were close to 3.7% in April 2009. By May, 
the financial crisis was subsiding and corporate yields had begun to decline. Spreads had declined to a more 
“normal” 1.3% by December and had reached 1.2% by April 2010. 

Weighted average discount rate at fiscal year end
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Summary 
n   Most large companies now select a discount rate by matching projected cash flows to either the yield curve or 

a bond model.

n   Only 11% of large companies rely on index rates or some other methodology.

Analysis
Most large companies now select a discount rate by matching projected cash flows to either the yield curve or a 
bond model, according to the results of an internal survey of Mercer clients. As a result of the Sarbanes-Oxley 
Act, investors and auditors have increasingly demanded a rigorous, objective process for determining the 
discount rate to be used to measure a plan’s liabilities.

Discount rate selection methods
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Summary 
n   The median expected return on assets assumption is 8.00%.

n   The median varies with the level of risky assets, from a low of 6.50% for plans with less than 40% allocation to 
risky assets to a high of 8.05% for plans with more than 80% allocation to risky assets. 

Analysis
The expected return on asset assumption (EROA) for the S&P 1500 varies by the proportion allocated to “risky” 
assets (defined here as everything other than fixed income securities). The overall median EROA is 8.00%, but  
the distribution is more concentrated above the median (difference between 50th and 90th percentiles is 0.5%), 
whereas there is more dispersion below the median (difference between 50th and 10th percentiles is 1.5%). As 
expected, there is a positive correlation between the EROA and the allocation to risky assets. Only 6% of plan 
sponsors allocate less than 40% to risky assets, with a median EROA of 6.50%. The largest concentration of risky 
assets is between 60% and 80%, which accounted for 56% of plan sponsors. The total distribution spread (10th to 
90th percentiles) steadily declines as the allocation to risky assets increases, until reversing when risky assets 
reach 80%.

Expected return on assets
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Summary 
n   437 companies (62%) held approximately the same allocations to risky assets in 2008 and 2009

n   90 companies (13%) reduced their allocations to risky assets from 2008 to 2009

n   134 companies (19%) increased their allocations to risky assets from 2008 to 2009

Analysis
This chart shows how the pension asset allocations of the S&P 1500 companies changed between 2008 and 2009:

n   437 companies (62%) showed no change from the prior year. This included 28 companies (4%) for which asset 
allocations information was not reported in either 2008 or 2009.

n   90 companies (13%) reduced their allocations to risky assets. This may reflect an emerging trend to adopt a 
“liability driven investing” (LDI) strategy. LDI strategies typically emphasize fixed income investments that 
respond to discount rates the same way as plan liabilities, thus reducing the volatility of reported surplus  
or deficit.  

n   134 companies (19%) increased their allocations to risky assets. This may indicate a strategy that either permits 
strong equity performance to increase the level of risky assets (without rebalancing) or deliberately seeks to 
take on more risk, with the hope of capturing excess investment returns, to help improve the funded status 
after the sharp asset declines experienced during 2008.

Change in asset allocation 
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Summary 
n   The average equity allocation increased from 45% in 2008 to 50% in 2009, reversing the prior downward trend.  

n   The average fixed income allocation decreased from 41% in 2008 to 38% in 2009. 

Analysis
In aggregate, S&P 1500 companies reporting asset allocation information showed a distinct shift toward equities 
in 2009, increasing by five percentage points from the 2008 allocation. In some companies, this reflects an inten-
tional increase in the allocation to equities. For others, this may reflect a lack of rebalancing for the upswing in 
equity values based on strong 2009 returns. The increase in allocation to equities may have been motivated by a 
desire to improve funded status through excess returns.

Decreased allocations to fixed income (minus three percentage points) and real estate (minus two percentage 
points) offset the increased allocation to equities. Asset allocations to “other” remained at the same levels as the 
prior year.

Weighted average asset allocation 
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Summary 
n   77% of plans project mortality improvements at least to the measurement year, according to an internal survey 

of Mercer clients

n   45% of plans use a short-term projection (2009–2016)

n   32% of plans use a longer-term projection (seven years or longer)

Analysis
Mortality rates have declined (improved) during much of the last century, extending life expectancies and 
increasing pension and postretirement medical (PRM) plan liabilities as benefits are paid over a longer life span. 
How much mortality rates and life expectancies will continue to improve in the future is one of the important 
assumptions underlying company pension and PRM benefit obligations, which may cover participants’ payments 
80 or more years from now. 

An internal survey of Mercer clients provides an indication of the extent to which companies assume mortality 
rates will continue to improve when valuing plan benefits. Based on 428 respondents: 

n   77% of plans project mortality rate improvements at least to the measurement year

n   45% of plans use a short-term projection (2009–2016), including 17% that projected improvements only to 2009 
or 2010 

n   32% of plans use a longer-term projection (seven years or longer)

Some plans (8%) use the table mandated by the Internal Revenue Service for funding purposes. The table projects 
improvements for 15 years for active employees and seven years for retirees. A generational table (used by 17% of 
plans) assumes that mortality rates will improve each year in the future. 

Mortality table projection
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Summary 
n   Median initial trend rates declined from 8.60% to 8.25%.  

n  Ultimate trend rates remain largely unchanged at 5%.

n   The median year of ultimate trend rate increased one year, to 2016, which is consistent with trends of the 
recent past, although there may be an emerging trend toward longer grade-down periods.  

Analysis
Initial trend rates continue the decline seen in recent years, decreasing from 8.60% to 8.25% at the median, 
although half of companies remain within the 8% to 9% range. Ultimate trend rates remain steady and  
concentrated around the median of 5%, although both the upper and lower 10% of companies showed a slight 
downward drift. In general, the year of ultimate trends continues to increase by one year at each valuation date, 
yet a marked extension of trend grade-down periods is evident for some companies (at the 10th percentile, the 
grade-down period was extended by 10 years), perhaps indicating an emerging trend. Recent Securities and 
Exchange Commission and auditor activity has forced companies to reevaluate whether an annual one-year 
move in a grade-down period truly reflects a “best estimate”; in addition, recent research and Medicare trustees’ 
reports have suggested grade-down periods that are significantly longer than six or seven years. 

Retiree medical trend
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Accumulated benefit obligation (ABO). The present 
value of pension benefits accrued to the measurement 
date, excluding the effect of any future pay increases.

Accumulation phase. The early part of a plan’s lifecycle, 
characterized by increasing liabilities (and assets for a 
funded plan). See spend-down phase. 

After-tax amounts reflect the fact that retirement plan 
contributions (including amounts needed to fund any 
deficit) or direct company payments of benefits in 
unfunded plans are usually deductible for income tax 
purposes. Although individual companies’ tax situa-
tions vary considerably, we have assumed a standard 
35% tax rate for all years for consistency purposes and 
ease of discussion; this rate approximates the aggre-
gate effect of federal, state and local income taxes. 

Asset return includes changes in the value of plan 
assets due to interest, dividends, price changes and 
currency changes. Asset return does not include the 
effects of contributions or benefit payments. 

Assumptions and plan management. Report section 
discussing key management decisions and policies 
that affect accounting results. 

Cash flow from operations. The money generated by a 
company through running its business. This measure 
is different from earnings or profits, which have 
accounting adjustments (e.g., for depreciation) added 
to operational results. Cash is the money on hand that 
is available to pay bills or fund pension deficits. 

DB. Defined benefit pension plan.

DC. Defined contribution plan, including 401(k), profit 
sharing, etc. 

Discount rate. The rate at which future defined benefit 
and postretirement medical plan obligations are  
discounted to calculate a current present value. The 
discount rate is generally based on the yields of Aa 
rated fixed income securities as of the measurement 
date. Benefit obligations move in the opposite direc-
tion of discount rates – lower discount rates increase 
the obligation, while higher discount rates reduce  
the obligation. 

Economic sectors. Broad industry groupings, based 
on two-digit Global Industry Classification Standard 
(GICS) codes. 

Expected excess return. The excess, if any, of the 
expected return on assets over the sum of service  
cost and interest cost. It measures the degree to which 
a plan’s asset return is expected to cover the total 
growth in plan liabilities. For this measure, “expected 
return” is projected for the coming year, as compared 
to the expected return component of expense, which 
is for the year just ended. 

Expected return on assets assumption (EROA). The 
assumed rate of return on plan assets for the year 
expressed as a percentage. The EROA is used to  
determine the expected return on assets component 
of the annual pension expense, which is expressed as 
a dollar amount.

Financial Accounting Standards Board (FASB) sets the 
standards for generally accepted accounting principles 
(GAAP) governing income statement and balance 
sheet recognition in the United States.

Funded ratio. The ratio of pension assets divided by 
pension liabilities (accumulated benefit obligation  
or projected benefit obligation) expressed as  
a percentage.

Funded status. The dollar amount of surplus (deficit), 
determined by subtracting benefit obligations from 
plan assets.

Generational mortality table incorporates expected 
continuing improvements in life expectancies for each 
year in the future. 

IAS 19. The statement promulgated by the 
International Accounting Standards Board that covers 
employee benefits, including pension and retiree 
medical plans.

Interest cost (IC). The time value of money for the 
current year with respect to the pension or postretire-
ment medical liability. It is measured by multiplying 
the liability, adjusted by expected cash flows, by the 
discount rate at the beginning of the year.
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Internal Revenue Service (IRS) mortality table is 
mandated for pension funding valuations and 
includes projected improvements for up to 15 years 
past the valuation date.

International Accounting Standards Board (IASB) sets 
the standards for generally accepted accounting  
principles governing income statement and balance 
sheet recognition in the majority of countries  
(including those in Europe) outside the United States.

Liability driven investing has a variety of interpreta-
tions, but generally refers to the investment strategy 
that emphasizes the correlation between assets and 
liabilities, resulting in asset returns that track liability 
returns more closely, in order to minimize the effect 
of market fluctuations on funded status.

Liability return. The change in the value of plan 
liabilities (projected benefit obligation) due to interest 
growth, changes in the discount rate and other actu-
arial assumptions, currency changes, and the effects 
of demographic experience that differs from actuarial 
assumptions. Liability return does not include the 
impact of service cost or benefit payments.

Market capitalization. A measure of the size of a 
company, based on the outstanding number of shares 
and the share price as of a specific point in time.  
This measure is frequently used to distinguish  
large companies (market capitalization greater than 
$3.5 billion – $5 billion) and small companies (market 
capitalization less than approximately $1 billion).

Materiality. The report section that measures the size 
of benefit obligations relative to the company.

Mortality table. The probabilities of living to each 
future age; used to determine the expected period 
over which benefits will be paid. “Improvements” in 
mortality result in a higher probability of living and a 
longer life expectancy. 

Operational expense. The costs related to one year of 
employee service: service cost (for pension and retiree 
medical plans) and cash contributions for defined 
contribution plans. Operational expense differs from 
the net periodic cost in that it does not consider 
interest cost, expected return on assets or amortiza-
tion components.

Payout ratio. A measure of the maturity status of a 
plan, computed as projected benefit payments divided 
by the projected benefit obligation. A payout ratio that 
is less than the discount rate is an indication that a 
plan may be in its accumulation phase; a payout ratio 
that is greater than the discount rate may indicate 
that a plan is in its spend-down phase. 

Pension health. The report section that discusses the 
current status of pension assets and liabilities. 

Pension Protection Act (PPA). The overhaul of pension 
funding requirements for Internal Revenue Service 
tax-qualified pension plans passed in 2006 and  
generally effective in 2008.

Pension surplus/(deficit). The difference between the 
pension assets and pension liabilities (projected 
benefit obligation) expressed as a dollar amount. 
Sometimes described as funded status. 

Postretirement medical or life insurance (PRM) plan. 
Postretirement benefits other than pensions, including 
retiree medical and life insurance benefits. 

Projected benefit obligation (PBO); also called pension 
benefit obligation. The present value of pension 
benefits attributable to employee service to date, 
including the effect of expected future salary increases.

Projected benefit payments. The expected distributions 
in aggregate, including both lump sums and annuity 
payments, for the next fiscal year.

Revenue. Total reported revenue, before expenses, 
is one measure of the size of a company. Individual 
company results can be scaled as a percentage of 
revenue for easy comparison; percentage of revenue 
also shows the effect certain cost measures have on 
profit margins. 

Risky assets. All assets other than fixed income. The 
distinction derives from the notion that fixed income 
assets in a pension plan provide a natural (although 
not completely perfect) hedge to the volatility of  
the liabilities due to changes in discount rates. Plan 
sponsors may invest in risky assets in the hopes of 
capturing greater (although less certain) investment 
returns. 
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S&P 1500. Standard & Poor’s describes the S&P 1500 
as follows: As an investable US equity benchmark, the 
S&P Composite 1500 combines three leading indices – 
the S&P 500, the S&P MidCap 400 and the S&P 
SmallCap 600 – to cover approximately 90% of the  
US market capitalization. 

Service cost (SC). The present value of benefits earned 
by employees during the current year.

Spend-down phase. The later part of a plan’s lifecycle, 
characterized by decreasing liabilities (and assets for  
a funded plan). See accumulation phase. 

Sustainability. The report section reviewing benefit 
delivery, the ongoing cost of maintaining plans  
and whether plans are in the accumulation or spend-
down phase. 

Total benefit obligation (TBO). The combined present 
value of pension and retiree medical benefits earned 
by employees attributable to service to date, including 
the effect of expected future salary increases.

VaR5. The value-at-risk at the 5% level, a measure of 
the potential risk of a plan’s funded status. It repre-
sents the difference between the median and fifth 
percentile projected funded status results, usually 
over a one-year time horizon. 

Volatility. The report section discussing the effects of 
market factors on pension health measures. 

Years. Throughout the report, years refer to fiscal years 
ending February through January of the following year. 
(For example, “2009” refers to fiscal years ending 
February 2009 through January 2010). This convention 
was chosen to capture the most recent information 
for retail companies, many of which have fiscal years 
ending in January.
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About Mercer
Mercer is a leading global provider of consulting,  
outsourcing and investment services, with more than 
25,000 clients worldwide. Mercer consultants help 
clients design and manage health, retirement and 
other benefits and optimize human capital. The firm 
also provides customized administration, technology 
and total benefit outsourcing solutions. Mercer’s 
investment services include global leadership in 
investment consulting and multimanager investment 
management.

Mercer’s global network of more than 18,000 employ-
ees, based in more than 40 countries, helps ensure 
integrated, worldwide solutions. Our consultants work 
with clients to develop solutions that address global 
and country-specific challenges and opportunities. 
Mercer is experienced in assisting both major and 
growing, midsize companies.

Important notices

Opinions - not guarantees
The findings, ratings and/or opinions expressed 
herein are the intellectual property of Mercer and are 
subject to change without notice. They are not 
intended to convey any guarantees as to the future 
performance of the investment products, asset classes 
or capital markets discussed. Past performance does 
not guarantee future results.   

Not investment advice
This does not contain investment advice relating to 
your particular circumstances. No investment decision 
should be made based on this information without 
first obtaining appropriate professional advice and 
considering your circumstances.

Information obtained from third parties
Information contained herein has been obtained from 
a range of third party sources. While the information 
is believed to be reliable, Mercer has not sought to 
verify it. As such, Mercer makes no representations  
or warranties as to the accuracy of the information 
presented and takes no responsibility or liability 
(including for indirect, consequential or incidental 
damages), for any error, omission or inaccuracy in  
the data supplied by any third party.

Not an offer of securities
This does not constitute an offer or a solicitation of an 
offer to buy or sell securities, commodities and/or any 
other financial instruments or products.

Circular 230
The information contained in this document (including 
any attachments) is not intended by Mercer to be 
used, and it cannot be used, for the purpose of 
avoiding penalties under the Internal Revenue Code 
that may be imposed on the taxpayer.
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