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June 20, 2001

Page One Feature

While Executives See Their Pensions Grow,
Regular Workers See Ther Benefits Shrink

By ELLEN E. SCHULTZ
Staff Reporter of THE WALL STREET JOURNAL

Sonny Arnold and Richard Korpan joined Florida Progress Corp. in 1989. Now, 12 years later, both men have
lost their jobs since Carolina Power & Light Co.'s acquisition of the utility last year. For one of the men, it'sa
case of hard luck. For the other, it's a case of hard cash -- lots of it.

Mr. Arnold, a 62-year-old wel der-mechanic, hasn't worked the requisite 15 years to begin drawing his penson
of $681 a month. He must wait three more years for that. The Tampa house he and hiswifeliveinis pad for.
The children are grown and on their own. And Mr. Arnold is receiving $22,968 in severance pay. But he till
needs the paycheck.

"I'm going to try to find some work," Mr. Arnold says. That won't be easy,

1 ,
Deferred-Compensation . . .
p Plans Are Sim“apr e though, because he has ashestosis and lost much of the use of hisleft hand in an

401(k), but With Much Better accident on the job. Heisn't digible for retiree medical coverage, and won't be

Benefits eigible for Medicare until he turns 65. "I don't know what I'm going to do."

} ZRegular Employees Mr. Korpan, 59, needn't look for work. Asthe former chief executive of the S.
Than Eigiﬁi:,eeastguﬁ'ﬁgs Petersburg company, he enjoys the benefits of a pension agreement

Retirement cugtom+-tailored just for him. Among other things, it credits him with 35 years of

service, which will bring his yearly pension to $828,845, or $69,070 a month,

) 3companies Reduce according to company filings. He aso got $15.8 million in saverance.
Contributions to
Employee 401(k) Savings
Plans

A spokesman for the newly merged Progress Ener gy Corp. says the company
provided "extremely generous’ severance packages to displaced employees,
while Mr. Korpan's compensation "was determined by the Florida Progress board and was part of the dedl
itsdf.”

Beyond the View of Most

It'saso part of alittle-known sideshow to the spectacle of surging executive compensation in recent years. Word
of CEOs rewarded with millions of dallars for enhancing profits through layoffs has often provoked public
indignation. But the ever-widening gap in retirement income between regular workers and executives has gone
largely unnoticed by regulators, policy makers and investors. That's true even though in the past decade, many big
companies have been setting up or improving specid retirement packages for their highest-paid employees while
freezing or trimming penson, medicd and other retirement benefits for millions of lower- and middle-income
workers.

These maneuvers are perfectly legd. Agreements like Mr. Korpan's that give executives years of service that they
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didn't actualy work, among other generous calculations, have become typicd a large companies. The result is
that while regular pensions are generdly structured to replace 20% to 30% of aworker'sfind pay, many plans
for top executives am to replace 50% to as much as 100% of pay. When Mr. Arnold findly does begin receiving
his pension, for ingtance, he will get about 18% of hisfina pay. Mr. Korpan's pension replaces about 50% of his.

"Not only is compensation wedlth lavished on top executives while they're working,” says Judith Fischer,
managing director at Executive Compensation Advisory Servicesin Alexandria, Va "After they retire, the
supplementa pensions provide a continuation of what | cal eterna wedlth.”

No Money Set Aside

These rich retirement packages have remained largely hidden because disclosure requirements are week and
accounting rules let companies bury the cogts within the figures for their regular pensons. And because
companies usualy don't set asde money for specid executive pensons (as they do for rank-and-file pension
plans), these programs condtitute unfunded liabilities of which many companies shareholders are unaware.

Regulators don't track the phenomenon, and companies usudly provide few clues. Even most compensation
experts are unaware of the magnitude of the liabilities. However, aWal Street Journd andysis of government
filings, some obtained under the Freedom of Information Act, shows that specid executive pengons account for a
growing share of many companies penson ligbilities.

A Growing Share

A Wall Street Journal analysis of companies' filings shows that at many the liabilities for the supplemental executive
pensions make up a growing portion of total pension liability. Typically, the regular pension plans cover tens of thousands of
employees and retirees, while the executive pensions cover fewer than 100.
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Pension liability in 2000 | Executive pension as
(inmillions) % of total liability

Total Executive 1999 2000
May Dept. $739 $147 19.2% 19.9%
Stores
Horme 500 55 10.2 110
Motorola 3,444 298 8.2 8.7
Walt Disney 1,825 126 6.2 6.9
Black & Decker 763 54 6.7 7.1
Ceridian 566 25 4.0 4.4
General Electric | 28,535 1,132 3.8 4.0
Eastman Kodak | 5,717 187 3.2 3.3
I nternational 6,319 212 25 3.4
Paper
3M 5,905 187 3.1 3.2
BellSouth 12,264 292 2.2 24

Source: Wall Street Journal, based on company filings

At May Department Stor es Co., where disclosures are more extensive than at most companies, the ligbility for
pensions covering 82,000 employees and retirees stood at $592 million at the end of 2000. But the S.
Louis-based operator of chains such as Filenesand Lord & Taylor dso had a $147 miillion liability for specid
plans that cover fewer than 1,000 executives. In other words, dmost 20% of the company's pension liability was
for executives, up from 19.2% in 1999.

Marguerite Asbury retired five years ago after 24 yearsin May Department Stores audit department, earning a
pension of $536 a month. That was enough to replace about 16.5% of her find pay -- hardly generous, even
among retallers, which tend to offer samal pensons. Executives of the company, meanwhile, have a supplementa
penson plan, crafted so that in retirement, they will receive 50% of their find pay from al retirement plans
combined.

Mrs. Asbury isrdatively lucky. Like many companies, May has taken stepsto limit growth in pension cogts for
regular workers. A change the company madein 1995, just as Mrs. Asbury was retiring, has so far dowed the
rate at which employees build up pensions. Under the current arrangement, future pensions will replace only 12%
to 15% of the sdlaries of employeeslike Mrs. Asbury. May used to increase the pension formula periodicaly, but
hasn't done so since 1995.

A spokeswoman confirms that it hasn't, but saysin a statement that “the company updates benefits when

appropriate, taking into account many factors, including Socid Security benefits and inflation. There has not been
an update in recent years primarily dueto low inflation." She adds that Mrs. Asbury's retirement benefits are
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more generous than what executives receive because, adding Socid Security and her retirement savings plan, the
total amount replaces 57% of her fina pay.

Mrs. Asbury doesn't think that's afair assessment. "Most of the money in the savings plan | saved out of my own
pay," she says. "They need to have a hafway decent pension for the smdl guy,” says the 72-year-old Irvine,
Cdlif., retiree.

A Decade of Change

For years, executives typicaly relied on the same pension plan as everyone else, S0 they had an incentive to make
it generous. But in the past decade, many executives have been recelving the bulk of their pensions from
supplementa executive retirement plans, or SERPs, often called "top hat" plans. The incentive to provide better
benefits for regular employees has dwindled. Infact, it is often reversed: Executives pay increasingly is linked to
corporate earnings, which benefit from cutsin the cost of pensions for regular workers and retirees.

Many companies have made such cuts since the mid-1990s. Some have frozen pension benefits or ended
codt-of-living rises. Others have converted their regular pension plans to complex new structures with names like
pension-equity plans and cash-ba ance plans. These steps save money by eiminating the sharp buildup of benefits
in an employee's last few years. And the plans a many large companies are now overfunded and have no pension
expense. In fact, many penson plans shower millions of dollars on the bottom line (thanks to arule thet letsa
company count as income the amount by which investment returns on pension assets exceed a pension plan's
current costs).

Her shey Foods Corp. switched most workers to a cash-baance plan in the late 1980s, thereby ending the
costly system of linking benefits to pay in the find years. But when Hershey's chief executive, Kenneth Woalfe,
retires by early next year, his penson will be calculated by the traditiond formula that multiplies years of service
by find annud average compensation -- $1.3 million in his case. Hershey and Mr. Wolfe decline to commentt.
The latest Hershey proxy statement notes: "The purpose of the supplementa pension isto provide to executives
and upper level management employees the means to continue their atained standard of living in retirement.”

Motorola Inc. last year changed its pension plan for 120,000 workers from atraditiond structureto a
penson-equity plan, cutting Motorolds liability for them by $110 million. Meanwhile, Motorolas lighility for
executives pensions grew to 8.7% of itstota pension liability from 8.2% a year earlier. The executive pension
plan coversjust 71 people. A Motorola spokesman confirms the figures but declines to comment further.

Executive pensons often provide annual cost-of-living increases, a festure many companies are removing from
regular workers pension plans. When Huntington Bancshar es Inc. Chairman Frank Wobgt retires, his
estimated annua pension of $995,000 may be adjusted annually to reflect the U.S. Bureau of Labor Statistics
Consumer Price Index for Urban Wage Earners and Clericd Workers. Other employees of the company,
including the clerica workers, haven't had a cost-of-living adjustment since the early 1990s. A spokeswoman
says that the benefits are in line with peer companies and that the Columbus, Ohio, company could provide an
adjustment in the future.

Ironically, the expangon of executive retirement plans and the difficulty of spotting the related lighilities are largely
the unintended outcomes of efforts to improve corporate disclosure, rein in growth of executive pay, and ensure
that retirement plans don't favor the highly paid.

In the late 1980s, Financid Accounting Standards Board, the accounting industry's rule-making body,
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implemented Financia Accounting Standard 87 with the god of forcing companies to reved their exposure to
pension ligbilities of any kind -- those for union and sdaried workers, aswell as for supplementd plans for
executives. FAS 87 doesn't require companies to bresk out the liabilities of different pension plans. At the time,
separate executive plans were less common, and many regular plans were underfunded.

Meanwhile, changesto tax law spurred the growth of specid executive pensions. Congressin the 1980s et limits
on how much annua pay could be taken into account when caculating benefits in regular pengon plans. It's
currently $170,000. The aim was to ensure that pensions, in order to enjoy tax-favored status, were open to
employees a al income levels. The result: Many companies began setting up "excess' or "make-up” plansthat let
executives accumulate more than they would under regular retirement plans.

Then, in 1994, another tax-law change barred employers from deducting anyone's sdlary and bonus in excess of
$1 million. That further fueed growth in supplementa pensions. It dso prompted companies to embrace incentive
pay tied to company performance, which preserves the deductibility of the compensation, and plansthat, like a
giant 401(Kk), let executives defer huge chunks of their compensation.

These changes meant that by the mid-1990s, big companies had incentives to funnd large amounts of executive
compensation toward retirement plans. And they had the means to keep those moves largely hidden, since they
didn't have to make a separate disclosure of the new executive plans. To this day, they are required only tofilea
|etter to the Labor Department indicating the number of executive penson plans and the number of participants.
Many companies don't even bother to do thet.

The increasing use of incentive pay gave top managers impetus to trim the codts of regular penson plansto
enhance profits. And that's not dl: For pensions that are based on compensation during the last years on the job,
anything that boosts an executive's fina compensation -- including reductions in benefits for the rank and file --
locks in fetter retirement benefits.

Securities and Exchange Commission filings show that many companies adopted specid executive pensons a
close to the time that they were curbing pensions for others.

Drug wholesdler M cK esson HBOC Inc. set up a supplementd pension plan for executives in 1995 and froze
pensions for the rank and file the next year. Depite the freeze, the company had an $8 million penson expensein
2000. It was s0lely for boogting the pensions of departing executives.

A Bottom-Line Boost

McKesson's frozen plan for regular employees went from underfunded to overfunded. Now, besides no longer
requiring company contributions, the plan contributes income to McKesson's bottom line -- income that a many
companies helps boost executives incentive pay. A company spokesman confirms the numbers but points out
that when the company froze the pension, it enhanced the 401(k) plan.

Drugstore chain Rite Aid Corp. adopted a supplementa pension for 26 executives in 1996. The following year,
it converted one of its plans for regular workers to a cash-baance design, reducing the rate a which people build
up benefits. Rite Aid's liability for the regular pension plans -- with more than 18,000 participants -- stood a $65
million on March 3, the end of itslatest fiscd year. Itsligbility for executive pensons, covering just afew dozen
people, was $32 million.

Such moves dipped below the radar of the usua corporate watchdogs because the accounting rules let
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companies lump dl their pension liabilities together. That meant that the rising cost of executive pensons could be
masked in a company's overdl pension obligation, especidly aslidbilities for regular pensonsfdll.

A rule adopted in 1998 called FAS 132 was meant to clarify things. It required separate reporting to the SEC of
any pension plans that are underfunded or that, like most SERPs, are unfunded. However, FAS 132 doesn't
require that those two types be distinguished. SEC reports by Sear s Roebuck & Co. and Unisys Corp. mix the
ligaility for underfunded regular penson plans with the liability for specid executive plans.

Campbel Soup Co. doesn't report itsliability for specia executive pensonsat al. A Campbell spokesman says
thisis because the sum is"not materid.” FAS 132 doesn't specify what is materid. Dow Jones & Co., publisher
of The Wdl Street Journal and The Wal Street Journd Online, doesn't disclose the liability for its supplementd
executive retirement plan.

A General Electric Co. report to the SEC labels an entry for $1.13 billion as "pension liability." Thislarge sum
in't further identified. GE confirmsit is an unfunded obligation for pensons for GE executives.

The companies dl say they are following accepted accounting practices. A GE spokesman, for instance, says,
"GE's pengon disclosures are in full compliance with SEC requirements and provide a clear picture of the Status
of GE's pension plans.”

I nter national Business M achines Corp. discloses that it has an executive pension plan and reports the plan's
ligbility separately -- but not the ligbility for a second, less-dite IBM executive pension plan. A spokeswoman
confirmsthis.

In January 1995, IBM moved the bulk of its work force into a*pension-equity” plan, saving the company
hundreds of millions of dollars by reducing benefits, even asit set up its Specid pension plan for executives. A
spokeswoman says |IBM found that its plan for the regular work force was "overly generous’ compared to other
companies plans. She says IBM a so sweetened contributions to its 401(k) plan after deciding that that program
was less competitive.

IBM's pension plan for regular employees now has a $7 billion surplus, and it contributed $1.17 billion to income
last year, equa to 10.1% of IBM's pretax income.

Companies that do disclose the supplementa plans ligbilities often use opaque language that doesn't call them
executive pensons. A Hershey SEC filing, for instance, dludesto specid executive pensons thisway: "As of
December 31, 2000, for pension plans with accumulated benefit obligationsin excess of plan assets, the related
projected benefit obligation and accumulated benefit obligation were $36.5 million and $34.9 milllion,
respectively, with no plan assats.” Trandation: The company's executive pension ligbility was $36.5 million last
year. Hershey declines to comment.

Tinkering With the Formulas

Not only do executive pensions use the generous traditiona formula -- years of service, multiplied by find pay --

but when it'stime to figure the pengion, they often twiddle with traditiond formulas, by, for example, adding extra
years of service, as was the case with Mr. Korpan at Florida Progress. Leo Mullin, chief executive of Delta Air

LinesInc., was awarded 22 years of service in 1998, when he had been at the company only 10 months.

Most executive plans come with change-in-control agreements that guarantee benefits. And while regular
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pensons generdly don't vest for five years, some executive pensons vest immediately.

When Gary Wendt was hired as chief executive of Conseco Inc. last year, he was promised a supplemental
pension that will pay him $1.5 million ayear for life, and that upon death will pay his spouse the same amount until
her deeth. This pension became immediately vested, so it would be paid to Mr. Wendt a age 65 even if he had
left the company after afew months on the job. Mr. Wendt aso received $45 million as a signing bonus, and
departing Chief Executive Stephen Hilbert was paid $72.5 million in severance. Meanwhile, Conseco last year
froze one of its pension plans for regular employees.

Many executives have accumulated more retirement benefits than they will ever need. This has led to the latest
twidt in executive pensons. programs set up by employers that enable executives to trade their retirement benefits
for life-insurance trusts that will pass the benefits to heirs free of estate and income tax.

And it'sdl aswel-hidden as the rest: When executives swap their pension benefits, the liability can disgppear, 0
the only reference to the benefit that has been swapped may be a mention of alife-insurance premium being paid
on behdf of an executive. GE's proxy noted thet it paid $1.3 million in premiums lagt year for anew life-insurance
policy for Chairman and CEO John F. Welch Jr.

Writeto Ellen E. Schultz a dlen.schultz@ws .com?
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