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Why a De-Risking Strategy Is More Important Now 

During the early months of 2017, companies with calendar-year defined benefit (DB) 

pension plans will be reviewing their funded status, expense levels, and future 

contributions, realizing that not much has really changed. In our experience, many 

companies say that, in addition to curtailing pension benefits, they are focused on 

managing the risks posed by their DB plans. Specifically, they are concerned with 

reducing the volatility of funded status reported on balance sheets and the level of 

required contributions. This trend is a result of: 

 Accounting transparency mandated by the FASB 

 Pension Protection Act (PPA) time-frame squeezes to address funding gaps 

 Phase out of temporary funding relief programs provided by Congress 

 Lack of a significant enough rise in interest rates or improvement in market 

conditions 

 Updated mortality tables released by the Society of Actuaries magnifying longevity 

risk. These tables have been widely adopted for accounting purposes and 

beginning in 2018 will likely form the basis for determining minimum funding, 

PBGC premiums, and lump-sum payments. 

One of the objections to de-risking is, Why not simply wait for market conditions to 

improve? Relying on improvements in market conditions to close funding gaps is a risky 

proposition, because equity markets and interest rates can be volatile and are 

unpredictable. Plan sponsors may also be misjudging the risk they are taking based on the 

belief that the recent rise in short-term rates will assist in improving funded status. 

Actually, an interest rate increase for long-duration investment-grade corporate bonds 

would benefit plan sponsors more than an increase for shorter-duration bonds. This is 

because DB plans are required to discount future liabilities based on the prevailing rates 

on investment-grade corporate bonds that match the duration of their plans’ liabilities. 

Moreover, a rise in interest rates for these bonds will not benefit the typical plan sponsor if 

it coincides with an equity market decline. 



As a result, companies have significant incentive to reduce funded status volatility. For 

some plan sponsors, the prospect of engaging in a pension risk transfer, via the purchase 

of non-participating annuity contracts for current retirees, or offering a lump-sum window 

for deferred vested participants, may seem cost-prohibitive. The cost of transferring risk is 

lower than what many sponsors perceive, as the transaction will generate a long-term 

savings on expenses that the sponsor would otherwise incur, including: 

 Administrative Expenses and PBGC Premiums – Plan sponsors incur annual 

expenses related to participant servicing and plan administration, estimated at $40 

- $75 per participant, per year. The PBGC flat rate per participant premium is $69 

for 2017 and will increase to $74 in 2018 and $80 in 2019, with indexing 

thereafter. The PBGC variable rate premium, charged per $1,000 of unfunded 

vested benefits, is $34 in 2017 and will increase to at least $38 for 2018 and $42 

for 2019, with indexing thereafter. It should also be noted that there is a per-

participant cap on the variable rate premium of $517 in 2017, with indexing 

thereafter. 

 Investment Management Fees – Plan sponsors incur investment management 

expenses related to managing the assets within a DB plan, which can range from 

25-40 basis points per year. 

 Mortality Table Changes for Funding – The IRS has issued proposed regulations 

that identify an update to the mortality tables used for pension funding obligations 

and PBGC premiums for the 2018 plan year. New tables for lump sum calculations 

have not been identified yet, but they are likely to be based on the new funding 

mortality tables and also effective for the 2018 plan year. Liabilities for funding 

purposes are expected to increase by roughly 3%-5% as a result of the new tables, 

although actual results will depend on plan design and participant 

demographics. Given this, 2017 affords plan sponsors with another opportunity to 

offer lump-sum windows for deferred vested participants in a favorable manner as 

compared to accounting liabilities.   

As a final note, plan sponsors may be concerned with the fact that DB risk-reduction 

strategies may harm certain financial measures and therefore cause a lower company 

value when first implemented. Reducing DB risk will most likely narrow the projected range 



 

of cash contributions. In addition, by removing volatility for a portion of the liability, future 

cash flow will be favorably affected. As most companies are measured on the basis of 

available cash flow, it would seem that de-risking strategies would be a positive. 

The underfunded size of the pension is debt. However, there is a growing view among 

corporate CEOs and CFOs that pension debt is a riskier form of debt than traditional debt, 

because pension debt carries additional volatility. As such, there should be a premium 

associated with managing that risk and companies are weighing up this risk alongside 

others. This is a fact regardless of whether or not the DB pension plan is a strategic part of 

a Company’s Total Compensation offerings.  

By: Elliot N. Dinkin, President/CEO, Cowden Associates, Inc. 

January 2017 
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Social Security Will Impact Some Governmental Employees 
Just a reminder to governmental employers with employees in positions that are not 

covered under Social Security, most of whom are public safety employees, that these 

employers are required, before employment begins, to provide Form SSA-1945 

(“Statement Concerning Your Employment in a Job Not Covered by Social Security”) to 

such persons hired on or after January 1, 2005. The statement describes the potential 

impact of two provisions in current Social Security law: Windfall Elimination Provision 

(WEP) and Government Pension Offset Provision (GPO). The new employee must sign 

the form and the plan administrator must keep a copy on file.  

A quick overview of WEP is as follows. WEP: 

(1) affects any person whose career (for the purposes of Social Security) includes both 

covered and non-covered periods of employment AND that person is receiving or is 

entitled to receive a pension based on his or her non-covered employment; 



 

(2) reduces the calculated Social Security benefit due to covered employment by 

modifying the usual Social Security formula (but never by more than half of the 

government pension); 

(3) exceptions exist, most notably a phase-out of the reduction for Years of Substantial 

(covered) Earnings, as defined in SSA publication No. 05-10045, in excess of 20 years; 

and 

(4) for the purpose of spouse and survivor benefits only, no reduction is made. 

A quick overview of GPO is as follows. GPO: 

(1) affects any person who may become entitled to a Social Security benefit based on his 

or her spouse’s covered employment (i.e. a spouse or survivor benefit) AND that person is 

receiving or is entitled to receive a pension based on his or her non-covered employment; 

(2) reduces (possibly to zero) the spouse or survivor benefit by 2/3 of the government 

pension; and 

(3) exceptions exist, most notably an exemption from the GPO if the last 60 months of 

government employment are covered by both Social Security and the government’s 

pension system. (Under prior law, an exemption from GPO was granted only if the last day 

of government employment was in a job covered by both Social Security and the 

government’s pension system.) 

Full details and examples of these provisions, and the form itself, are available on the 

Social Security website at www.ssa.gov. With many governmental employers offering other 

retirement plan designs (e.g. deferred compensation plans) in addition to or instead of 

traditional pension plans, it is important to know what a pension for WEP and GPO 

purposes is. The answers can be found in IRS Publication 963 (revised November 2014). 

It is a comprehensive reference for public employers, which provides information regarding 

coverage, FICA withholding, WEP/GPO questions, Section 218 agreements, and state 

and federal contact listings. It is available online at www.irs.gov. 

For more information please contact: Frank M. Canonico, EA, MAAA Senior Consultant 

and Actuary Ph: 412-394-9982; Email: frankc@cowdenassociates.com  

 

http://cowdenassociates.us2.list-manage.com/track/click?u=73cb43f565b2c6a55e4d622a2&id=28cd2224a2&e=a1d344cf31
http://cowdenassociates.us2.list-manage.com/track/click?u=73cb43f565b2c6a55e4d622a2&id=d7eec7af6f&e=a1d344cf31
mailto:frankc@cowdenassociates.com
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Purchasing a Group Annuity Contract 

Purchasing a group annuity contract allows you to offer a predictable retirement cash flow 

to some of your members while reducing the risk your company faces from a defined 

benefit plan. The advantages are easy to see, but there are other factors both legal and 

financial that you must consider when deciding whether or not to purchase a group annuity 

contract. 

What Are The Upsides? 

The most obvious advantage to purchasing a group annuity contract is that it moves the 

risk and liability of funding retirement benefits from the employer to an insurance company. 

The employer pays a single premium for the contract, and the obligation to its employees 

is removed from its books. This means that the company is no longer at the mercy of the 

ever-shifting market. 

Employers who purchase an annuity contract no longer need to make contributions to 

keep a pension plan funded for those participants. In addition, the employer is no longer 

responsible for paying premiums to the Pension Benefit Guaranty Corporation (PBGC) for 

those participants. Nor do they have to pay for the ongoing administrative costs of 

maintaining their own defined benefit plan. 

For the worker, an annuity provides a predictable retirement income, much like a pension. 

If they are already receiving benefits, retirees shouldn’t see a change in their monthly 

income. The biggest difference is that annuities are protected, not by the PBGC, but by 

individual State Guaranty Associations (SGAs). 

Factors to Consider 

In its Interpretive Bulletin 95-1, the Department of Labor has set down guidelines plan 

sponsors must follow when choosing an annuity provider. In all cases, fiduciaries must act 

“for the exclusive purpose of providing benefits to the participants and beneficiaries and 

defraying reasonable plan administration expenses.” They must conduct a thorough 

http://cowdenassociates.us2.list-manage.com/track/click?u=73cb43f565b2c6a55e4d622a2&id=efa182ce6f&e=a1d344cf31
http://cowdenassociates.us2.list-manage1.com/track/click?u=73cb43f565b2c6a55e4d622a2&id=343f384149&e=a1d344cf31


 

search for the safest provider, looking at a number of criteria, including the quality of the 

provider’s investments, their size and level of capital, the structure of the contract, and 

availability of protection through State Guaranty Associations. 

Under these guidelines, some leeway is allowed to choose a provider that is not the safest 

in the strictest sense, if it is in the best interest of participants, due to the safest provider 

being disproportionately more expensive. However, fiduciaries can never choose an 

unsafe provider simply to save money. They also cannot refuse an obviously safer 

provider because the employer does not have sufficient assets to purchase the annuity. 

Instead, the employer would have to make additional contributions to fund the purchase of 

the safer annuity. 

When deciding on an annuity purchase, you should consider the effect of the purchase on 

your company’s finances and financial statement. Many factors will affect the cost of an 

annuity - the amount of liability to be transferred, interest rates, mortality tables, etc. If the 

safest available provider - which you are required to find according to the guidelines above 

- is more expensive than maintaining your plan, then purchasing that annuity may not be in 

your company’s best interest. 

Cowden Associates can provide you with expert assistance when you are considering 

purchasing a group annuity contract. Our team can help you review the costs and benefits 

of various annuity options, to find the best choice for your company. Contact us today to set 

up a consultation. 
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Promoting a Wellness Program to Address Rising Health 

Plan Costs 

http://cowdenassociates.us2.list-manage1.com/track/click?u=73cb43f565b2c6a55e4d622a2&id=3ffc2d59c9&e=a1d344cf31
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While you may not be able to stop health costs from 

rising, there are ways savvy employers can avoid 

spending more on health care for their employees. 

Instead of addressing and paying for health care when 

expensive problems arise, you and your employees can 

get ahead with preventative health care programs or 

strategies. By implementing preventative health care strategies such as a wellness 

program, you will spend a little now to save a lot later. Not only will a wellness program 

help you reduce costs, but it will also improve the health and productivity of your 

employees. Employee wellness programs are a great way to improve the health and 

happiness of your workforce, while also fighting ever-increasing health insurance costs. 

Let’s take a look at the benefits of such a program and how you can implement one in your 

workplace. 

Benefits of Wellness Programs 

A wellness program will assist in lowering costs by encouraging your employees to live 

well and cope with chronic conditions early to avoid more expensive problems later. 

Improvements in employee health are reflected in reducing a plan’s health costs. In 2014, 

employer health plan costs rose by an average of about 7% nationally. Wellness programs 

promote healthy lifestyles among employees, which will keep your health plan cost 

increases well below the national average.  

In addition to lower health plan costs, your healthier workers will miss fewer days of work. 

MD Anderson Cancer Center in Texas implemented a wellness program in 2001, and by 

2007, they had reduced the number of days their employees missed due to illness by 80% 

and the number of modified duty days by 64%, saving nearly $1.5 million. 

Finally, helping your employees improve their physical health can lower turnover rates. 

Many workers would stay at their job longer because of the wellness program offered by 

their employer. 

Administering a Wellness Program 

http://cowdenassociates.us2.list-manage.com/track/click?u=73cb43f565b2c6a55e4d622a2&id=8570551cdc&e=a1d344cf31
http://cowdenassociates.us2.list-manage.com/track/click?u=73cb43f565b2c6a55e4d622a2&id=8570551cdc&e=a1d344cf31


 

Wellness must start at the top. When your employees see managers and executives 

working to stay fit, they will feel more comfortable engaging in the same activities. 

Managers should include wellness goals among the business goals for their units. 

At the same time, your employees should be involved in the planning process. Consider 

establishing a Wellness Committee to coordinate your company’s wellness goals. Such a 

committee should include both managers and workers, so that everyone involved in the 

program can share ideas about how to work wellness goals into daily operations. 

Advances in wearable technology mean you can utilize fitness tracking devices like 

pedometers in your wellness programs to collect data and more accurately assess your 

employees’ wellness activities. But keep in mind that there may be privacy issues to 

consider, and plan to keep any data you collect secure. 

An employee wellness program can make your employees happier, healthier, and more 

productive, and that can save you money on health plan costs that are just going to keep 

rising. Cowden can help you develop your long-term wellness program based on culture, 

budget, utilization patterns, and demographics. Contact us for more information. 
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Industry News 
 

 

HHS Warns HIPAA Entities about Phishing Email 

The Department of Health and Human Services (HHS) is warning HIPAA covered entities 

and business associates about a phishing email that disguises itself as an official 

communication from HHS’ Office for Civil Rights (OCR) regarding its HIPAA audit 

program. 

Click here to read more 
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Webinars 
Every month we provide access to new and exciting webinars for our followers. Check our 

website for updates on the topic and date of our next webinar so you can tune in! 
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Meet Our Team 
Our team consists of 28 employees; each newsletter we take time to highlight some of our 

employees. To see our leadership team click here; to see all employees please click here.  

 

 

 

Tom Blankemeyer 

Analyst 

Why I Enjoy My Job: At Cowden, I am allowed (and 

encouraged) to tackle assignments from a variety of different 

perspectives to better my understanding of what we do – I am 

never afraid to make a mistake. 

Something Interesting About Me: I am able to adequately play 

5 different musical instruments, though I only ever took formal lessons for the drums.  
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Nicole Emreschak 

 

Analyst 

Why I Enjoy My Job: I enjoy my job because no day is ever the 

same. 

Something Interesting About Me: I met my husband at work.  

 

 

 

Aletha Francis 

Receptionist/Administrative Assistant 

Why I Enjoy My Job: I enjoy learning new concepts and tasks, 

of which there are plenty in my job, and assisting Cowden 

Associates with putting its best foot forward in written and verbal 

interactions. 

Something Interesting About Me: I am both a recent college 

graduate and a grandmother of six.  
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What's Dinkin Thinkin? 



 

Elliot Dinkin is equally comfortable whether he is in a courtroom 

providing testimony or in a CFO's office providing strategic counsel. 

The 25-year plus veteran of the actuarial, compensation, and 

employee benefits field continues to make his mark. 

 

Today, as President and CEO at Cowden Associates, Inc., Elliot 

provides leadership to position the company at the forefront of the 

industry. You can learn more about changes in actuarial, benefits, 

management, and compensation policies from his blog, "What's 

Dinkin Thinkin?" or on Twitter, @ElliotDofCowden.   
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Thoughts on Compensation Pay Trends for 2017 

Compensation trends tend to move quickly and it is often hard to wait for survey results to 

adjust the needle.  Here are a few items for 2017 worth considering: 

 Use of Cash Bonuses Will Increase – The use of cash bonuses, referral bonuses, 

sign on bonuses, and other similar arrangements will increase as well as the 

frequency of such payouts. This is based on the results of studies (WorldatWork for 

example) that indicate that these programs have resulted in positive impact on 

employee performance and job satisfaction. 

 Top Performers Will Continue to Receive Larger Salary Increases Than Average 

Performers – In 2016, the highest rated performers received an average salary 

increase of approximately 4.6%, while the lowest performers received little or no 

increase. Look for this trend to continue in 2017 and beyond, as the tightening 

labor market causes employers to aggressively move toward retaining top talent. 

 Merit Pay Programs Will Be Altered – Merit increases have averaged around 3% 

for what seems like eternity (Ok – well at least for the last ten years). As the job 

http://cowdenassociates.us2.list-manage.com/track/click?u=73cb43f565b2c6a55e4d622a2&id=b0074f9561&e=a1d344cf31
http://cowdenassociates.us2.list-manage.com/track/click?u=73cb43f565b2c6a55e4d622a2&id=b0074f9561&e=a1d344cf31
http://cowdenassociates.us2.list-manage.com/track/click?u=73cb43f565b2c6a55e4d622a2&id=1607af286a&e=a1d344cf31


market is no longer soft, and as organizations try to remain competitive, simply 

keeping salaries aligned with inflation (across the board) will no longer be 

effective.  These programs must have real meaning and be tied to real 

performance, as noted above. 

 Companies Will Be Forced To Address Pay Equity – As the national discussion on 

equal pay continues, companies will struggle with how to identify and respond to 

pay inequalities. Companies will need to understand how to react to this issue and 

not make it appear that the fix is an admission of prior issues. The required new 

reporting (under EEO-1 forms) will heighten the anxiety around this issue. 

 Multi-Generational Workforces – Although millennials dominate new hires, the 

make-up of multi-generational workforces will force organizations to experiment 

with pay, benefits, perks, and time off to effectively reward all generations in the 

work force, as there really is no one-size fits all solution. The total compensation 

approach will be needed to attract and retain, not only millennials, but all types of 

employees. 

 President-Elect Donald Trump’s New Administration – Along with Congressional 

Republicans, will pursue major changes to tax proposals that are focused primarily 

on:  

o Reducing the maximum corporate tax rate to 15% 

o Eliminating the alternative minimum tax (AMT) 

o Simplifying individual tax brackets from seven to three; and 

o Lowering the maximum tax rate. 

If these proposals are enacted, companies may be less concerned about tax deductions 

for compensation, and more about performance based pay exemptions. The elimination of 

the AMT and lower corporate tax rates may also cause a return to Incentive Stock Options 

(ISOs). In addition, lower current income tax rates would make deferred compensation 

less attractive, especially if there is concern about tax increases in future years. For 

example, employees who make deferral elections with respect to 2017 compensation will 

have to determine whether they think 2017 tax rates will be lower than the tax rates in a 



 

future payment year, and then, balance that rate differential against the value of tax 

deferral. 

Please share your thoughts! 
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Cowden View 
 

Breathe Easier: Help Your Employees 

Quit Smoking 

The modern American workplace is home to a curious 

ritual: the smoke break. Is there any other habit that 

employers indulge that lowers productivity and 

endangers health more than tobacco use? 

Smoking costs more than $300 billion each year in the United States. Much of that cost 

comes in the form of higher medical bills. For your employees who smoke, those bills 

inflate the cost of health insurance. Giving your employees the resources and the incentive 

to quit smoking will help both their health and your company’s bottom line. Employers can 

save an estimated $6,000 per year for each employee who quits smoking. 

Make It Easier To Quit 

Kicking the smoking habit isn’t easy. If you want to help your employees to quit, you need 

to give them the support and resources they need. You can begin by teaching your 

workers about the health effects of smoking as well as the various strategies they can use 

to quit. While everyone may think they know that smoking is bad for them, not everyone 

knows about all of the options they have when it comes to quitting. 

Beyond just giving employees information, you need to create an environment that not 

only encourages quitting but discourages smoking. You may ban tobacco use in your 

http://cowdenassociates.us2.list-manage1.com/track/click?u=73cb43f565b2c6a55e4d622a2&id=1b60f70288&e=a1d344cf31


 

facilities or establish specific areas, typically outside, where smoking is permitted. If you 

restrict smoking, you should post signs expressing this policy. 

Finally, you should offer a smoking cessation program as part of your benefits plan and/or 

wellness program. A cessation program specifically addresses how difficult it is to quit with 

information and resources to help your employees break the habit. 

Set Up A Cessation Program 

Your smoking cessation program can incentivize quitting in multiple ways. Your company’s 

program should offer multiple avenues to quitting, because no single method will work for 

every individual. Some resources to offer include: 

 Nicotine replacements like patches or gum - or even prescription inhalers - to 

reduce cravings for the addictive chemicals in tobacco 

 Individual or group counseling to provide support during the emotional struggle that 

comes with quitting 

 Online tools or programs that give your employees clear and actionable steps 

toward quitting and measurable indicators of success 

Your smoking cessation program should cover multiple quitting attempts. The truth is that 

many smokers relapse and require several tries before they successfully quit. The average 

smoker who quits reports it took them 2-3 attempts. 

Financial incentives are a strong motivator to help people quit smoking. One study showed 

that those who could earn financial benefits by quitting were three times more likely to 

succeed than control groups. For a workplace cessation program, your incentives can take 

the form of lower health insurance premiums or even bonuses for completing the program 

and remaining smoke-free for a set period - typically six months. 

Many employers find that the savings that come with a smoke-free workforce outweigh the 

costs of implementing a smoking cessation program. If you are considering setting up a 

cessation program as part of your employee wellness efforts, Cowden Associates can 

help. Contact us today to set up a consultation. 

 

http://cowdenassociates.us2.list-manage.com/track/click?u=73cb43f565b2c6a55e4d622a2&id=179c662bbe&e=a1d344cf31
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About Cowden 

Cowden Associates, Inc. (Cowden) is recognized as a leading independent compensation, 

health and benefits, and retirement consulting firm regionally, nationally, and 

internationally. Cowden was established in 1996, bringing together seasoned 

professionals to provide client-focused advice designed to produce superior and 

measurable results to businesses, regardless of size or industry. Client industries include: 

financial institutions, governmental entities, healthcare, manufacturing, not-for-profit, 

school districts, and Taft-Hartley. 

Cowden’s exceptional interactive approach is what sets us apart from similar consulting 

firms. To deliver a tailored resolution to your specific needs, we first identify the overall 

attributes exclusive to your organization. We build an understanding of your organization 

by asking questions, observing and listening. In this manner you are not merely receiving 

a pre-fabricated answer, but rather a unique solution for your circumstances. 
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How Are We Doing?  

 

 

Please let us know how we're doing by submitting a Cowden Gram! 
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