MONDAY, DECEMBER 8, 2008

The Math Doesn't Add Up

By DIMITRA DEFOTIS

A bear market and new regulations have left many
plans underfunded.

WITH THE STOCK-MARKET ROUT DECIMATING corporate pension assets this
year, some of America's largest companies may teefohnel additional money into
sponsored retirement plans, potentially trimmingtryear's reported profits. Companies
in the Standard & Poor's 500 collectively face agien deficit of at least $200 billion,
according to a Credit Suisse analysis. That'satgekt shortfall since 2002, when
pension liabilities exceeded assets by a recotdige®218 billion in the aftermath of the
dot-com bust.

Corporate pension funds are at the center of &gterf
storm: A global bear market has drained assets from
funds just as the Pension Protection Act of 2036 ha
increased funding requirements, beginning with 2008
The legislation, aimed at bolstering underfundeshg)
mandates that pension assets, or money investedl, &
least 94% of projected liabilities, or payoutspédan. 1,
2009. Any shortfall could require additional cohtriions
and impose other restrictions.

Credit Suisse calculates that 128 S&P companielsi cou
face a pension-related hit to earnings in 2009.tabk
Running Short of Monefocuses on the funding outlook
for 10 companies with some of the largest penslansoin the index, including No. 1-
rankedGeneral Motorgticker: GM), while the bottom table highlightstlestimated cost
per share likely to be incurred by nine companregegted to have underfunded plans,
and a tenth -3.C. PenneYJCP) -- which has incurred a steep drop in aseeé&n though
its funding status is expected to remain positive.
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Such costs are a function not only of the healthr fack thereof -- of a pension plan, but
how a company applies pension accounting. Some aoi@p "smooth" or amortize
changes in assets or liabilities over a numbereafy. Even if a pension is overfunded, a
company may face pension-related costs.

Credit Suisse analyst David Zion cautions thataatasts will differ in some cases from
the firm's estimates, due to differing assumptiangut amortization rates, interest rates,
asset returns and other key factors. The bigg#steince may be the presumed rate of
return on assets, as the average pension pontfakoabout 60% in stocks last year.
FirstEnergy(FE), for instance, expects to take a 29-centgehar 2009 related to pension



costs, according to a spokeswoman for the Ohigyytwhile Credit Suisse estimates the
impact could be closer to 42 cents a share.

To be sure, some companies fearful of future pensiortfalls made extra contributions
to their plans when times were good, and thosesplamv are flush with cash. But
concerns about the new accounting rules are evidéhe hundreds of companies that
recently signed letters to Congress seeking agepri

AT A TIME WHEN 401(K) PLANS, in which employees assume the investment risk,
dominate the corporate retirement-planning landscaension plans -- and their

problems -- remain the province largely of old-lindustrial companies that established
defined-benefit plans for future retirees. Thee exceptions: Companies such as Penney
favored defined benefit plans to attract the begtleyees, closing them to new workers
only in 2007.

Among the companies on our li&eneral DynamicéGD) says pension costs will have a
minimal impact on earnings, since most of its gsodiome from government-related
work and it can pass a majority of such costs dheéaqovernment. That isn't factored
into Credit Suisse's 60-cent estimate of GD's &&n-related costs, Zion says.

Northrop GrummarfNOC), another defense contractor, could faceeetbld increase in
after-tax pension costs of $1.74 a share next y&adit Suisse estimates. And that's
despite having cut its equity exposure in hal2%86 by late September. Northrop
executives have said they will consider using ¢agtre-fund pension obligations, as
well as acquisitions, dividend increases and shglacks.

Five industrial companies on Credit Suisse's digirt- Ryder SystenfR), Ashland
(ASH), Goodyear Tire & RubbgiGT), Eastman ChemicdEMN) andPPG Industries
(PPG) -- could have pensions that are less thanf@@#éed for 2008, the firm says.
Shortfalls of such magnitude could, in some casegjire additional contributions -- and
entail costs.

Ryder CEO Greg Swienton told analysts in Octobat pinoductivity and cost-cutting

will offset some of the "significant increase" iarnsion expenses expected in 2009.
According to a company spokesman, Ryder estim#1@8 Bension liabilities will be

$1.5 billion, slightly higher than Credit Suisséimsites. Credit Suisse expects Ryder to
take an 83-cent hit to '09 earnings due to penstated costs, six times higher than this
year's likely penalty.

Although Ashland's pension plans are underfundezichemicals company made higher-
than-required contributions in years past, avoidirgneed for cash funding now. Credit
Suisse estimates the company will have pensiotekzosts of 79 cents a share next
year, higher than Ashland's own guidance, stemmairggly from the decline in its
pension-plan assets. Ashland also @&dron'sits plans are unlikely to be as
underfunded as Credit Suisse estimates.



Chemical companies have been squeezed this yahwihgling end-market demand.
Eastman Chemical recently said fourth-quarter egswill be well below prior
forecasts. Credit Suisse thinks Eastman's pensists could triple in 2009 to 77 cents a
share, though some of that risk might be refleelegady in 2009 earnings estimates of
$4.05 a share.

PPG Industries, which makes industrial coatingsadranicals, expects to make higher
pension contributions and see higher costs in 2808)rding to a recent SEC filing. But
a spokesman for the Pittsburgh company emphadibed iplenty of cash on hand to
fund the necessary amounts. Credit Suisse expBP&sPpension costs to more than
double in 2009, to 83 cents per share.

THE PENSION FUNDS AT some of America's best-known companies are irebett
shape than one might expect, due to years of ptudanagement and abundant cash.
Also, funding requirements tend to be lower ovessednere many have large operations.
ExxonMobil (XOM) has more than enough cash to cover its @s&@th2008 deficit of
$11.7 billion, much of which is tied to non-U.Saps.General Motor§GM) would be
96%-funded for 2008, given a projected $4 billi@ngion deficit in 2008, according to
Credit Suisse. That's above the 94% funding thidsho

This year pension liabilities should decline mobjestecause corporate bond rates used
to discount future payouts are higher. But any gnagbably will be offset by market
losses and new funding requirements. In the e®008 many investors were forced to
take a crash course in pension accounting becdutsen@gative impact on corporate
earnings. It's time for a refresher.

E-mail comments tonhail@barrons.com




