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CREDIT BALANCE ISSUES


The Pension Protection Act of 2005 (H.R. 2830) preserves the credit balance system, which is very important.  However, for many purposes, the bill reduces actual plan assets by the amount of the plan’s credit balance and thus treats the plan as much less funded than it is.


This reduction forces companies to retroactively waive vast amounts of existing credit balances, as explained below.  This is unfair; such a retroactive legislative change will definitely undermine employers’ commitment to the defined benefit plan system.


The reduction in the bill is explained as a means to prevent double counting the credit balance.  The double counting argument is not correct, as explained below.


Retroactivity.


Example.
Plan liability:  $100





   Plan assets:  $105



        Existing credit balance:  $60


Under the bill, the company has two choices.  First, it could treat the plan as 45% funded, even though the plan actually has $105 of assets.  If a plan is 45% funded, the plan is at-risk and benefits must be frozen.  

Under the bill, if the company does not want to freeze benefit accruals and does not want the plan to be treated as at-risk, the company must permanently waive part of its credit balance.  The company in the above example would have to waive at least $15 of its credit; if the plan is a flat dollar union plan, the company would have to waive well over $35 of its credit balance (more than half of its credit balance).

In brief, if a company does not want to freeze benefits, it will be forced to retroactively waive large amounts of its existing credit balance.  

Double counting.  The justification for the bill’s treatment is that an alternative approach would be double counting the credit balance.  That is not correct.  Double counting only exists when a credit balance is used two different ways to satisfy the same rule.


For example, in determining the minimum contribution of an underfunded plan, the credit balance should be subtracted from assets (as it is under current law).  The reason is that credit balances can be treated as a contribution to the plan for purposes of satisfying the minimum contribution rules.  It would be double counting if a credit balance could be treated as both a contribution to the plan and part of the plan’s assets.


In determining whether a plan is at-risk or subject to the benefit restrictions, credit balances are not treated as contributions.  Therefore, there is no reason to reduce the plan’s actual assets by the credit balance.


Every funding rule needs to be analyzed separately in determining if there is double counting.  For example, if the double counting argument were applied for deduction purposes, it would lead to results that make no sense and that no one favors.  Where a credit balance is treated as a contribution to satisfy a rule, the credit balance should not be treated as a plan asset for purposes of that rule.  Where a credit balance is not treated as contribution to satisfy a rule, there is no reason to reduce actual plan assets by the credit balance.


Congress has looked at this double counting issue before.  In 1989, Congress looked at this issue and squarely resolved it in the legislative history, stating clearly that credit balances should not be subtracted from actual plan assets for purposes of several rules, including the benefit restriction rule then in place.


This credit issue is a critical one for the “good guys” who have pre-funded their plans.  Eliminating their credit balances retroactively is unfair and will drive companies out of the defined benefit plan system.
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