
 

 

 
 
 
 
 
 

 
 
 
 
 
 
 
 

 
 
 

 
 

 
 
 
 
 
 
 

 
     

Seeing “Double DB” in Your Future? 
 
 
Since our founding in August 2011, KCS’ partners have suggested 
alternatives to stem the flow of defined benefit (DB) closures that has 
washed over the U.S. pension industry.  For the most part, this trend 
has mostly impacted the private sector, where according to the 
Department of Labor (DOL), the number of private sector defined 
benefit plans has fallen from 146,000 in 1985 to fewer than 25,000 
today. Furthermore, only 10% of private sector employers (covering 
18% of private sector jobs) offer a DB plan.  However, public (federal, 
state, and local government) employees should be concerned at the 
prospect that their pension promise might be altered in some fashion. 
 
As we’ve discussed in previous Fireside Chats, as the use of DB plans 
declines, defined contribution (DC) retirement vehicles have 
flourished.  Unfortunately, for most of the private sector workforce, 
this is their sole retirement vehicle, with employees shouldering more 
of the investment responsibility.  A majority of plan participants are 
not comfortable handling this responsibility. 
 
Are public pension plans susceptible to a similar demise in the use of 
DB plans?  State budgets are increasingly impacted by the volatility in 
contribution costs, compounded by the sheer increase in the 
magnitude of the payments.  But, it is the volatility in the annual 
required contribution (ARC) that plays havoc with state and local 
municipal budgets.  As a result, these entities are seeking to reduce 
the funding burden by renegotiating pension benefits, eliminating 
COLAs, and by terminating and freezing DB plans for new employees. 
With regard to frozen plans, one in four employees in the private 
sector is now in a plan that exclude new employees from participating. 
 
Furthermore, since the great recession, roughly 45 states have 
amended their pension plans.  Some of these changes are being 
challenged in court, but for those adjustments that have been upheld, 
some of the benefit cuts amount to as much as a 20% hit on lifetime 
benefits, and that doesn’t include the difference in retirement 
benefits accrued in a DB versus the average DC plan. Those differences 
can and have been massive. 
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 “…with average 
balances in 401 (k) 

plans being only 
$80,000 to $90,000, 
and with the median 
balance among DC 
participants at only 

$13,000, it becomes 
obvious that DC is not 

the only answer.”  

The Pension Dilemma – It’s Real 
 
Think that we are overblowing the impact on state budgets?  As a New 
Jersey resident, I have been focused on how the state would close a 
roughly $50 billion funding gap between promises made and assets funded 
to date.  With nearly a $1 billion funding gap in this year’s fiscal budget, 
due primarily to revenues falling short of projections, Governor Christie 
has elected to forgo contributions into the State plan for the next 13 
months totaling nearly $2.5 billion, with almost $900 million having been 
slated for Fiscal year 2014. 
 
Unfortunately, this deferral continues a pattern for NJ governors that 
stretch back to the 1990s. Given that NJ’s property taxes are already the 
highest in the nation as a percent of the median income, there is little 
room or appetite for increasing property, state income or sales taxes to 
close this gap.  
 

DC Plans Are Only Part of the Retirement Puzzle 
 
As we discussed earlier, one way for private and public employers to deal 
with this funding volatility has been to switch all or a subset of their 
employees into defined contribution plans.  However, with average 
balances in 401(k) plans being only $80,000 to $90,000, and with the 
median balance among DC participants at only $13,000, it becomes 
obvious that DC is not the only answer. 
 
In addition to inadequate balances, DC plans fall short in other key areas: 
 

1) Participants who elect lump sum distributions may spend them 
prematurely or invest them improperly 

2) Investment decisions in DC accounts are generally made by untrained 
employees 

3) Most DC plans allow for loans to be made from individual accounts 
which can impact account balances at retirement 

4) The administrative costs for the median DC plan (1.4%) is more 
expensive than the median cost of a state-wide DB plan (0.3%) 
reducing the potential benefit (data according to the National 
Association of State Retirement Administrators) 

5) Upon retirement, DC plan balances are dependent on the 
participant’s termination date. As an example, if a participant retired 
in 2009, the quality of their retirement would have been dramatically 
altered. 

 

A New Direction 
 
Given the potential shortcomings associated with DC plans, the KCS 
partners are pleased to announce that we’ve joined an alliance with Ryan 
ALM, Longevity Financial Consulting, and Ed Friend, Inc. to bring to the 
retirement marketplace a new patent-pending defined benefit plan 
design developed by Edward H. Friend, President, Ed Friend, Inc. Ed, is 
one of America’s leading actuaries with more than 50 years of service to 
the pension community.  
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This hybrid pension plan is called Double DB, and I believe it has all of the 
right attributes to revolutionize the pension industry.  The most 
important attribute for employers, whether public or private, is the fixed 
cost nature of the plan. Both public and private plans that have to 
operate within a budget will find the fixed-cost contribution 
advantageous relative to traditional DB plans.  In addition to the fixed-
cost nature of the funding, employers also benefit from this plan design, 
as individual accounts don’t have to be created and maintained as in a DC 
program, should they decide to terminate or freeze an existing DB plan. 
 
Employees may find this plan design attractive in lieu of moving to a DC 
platform for several reasons.  Most importantly, employees aren’t 
responsible for making the investment decisions, as the assets remain 
commingled, and disability and death benefits are included in the plan, 
as the retirement benefit is paid monthly as an annuity. 
 
 
How does Double DB Work? 
 
Here is an example for illustrative purposes only and does not imply any 
future results as outcomes are based on specific plan and market data.   
 
Suppose that a plan sponsor of an existing traditional DB plan wants to 
soon transition their employees to a DC structure.  Let’s also assume that 
the plan sponsor’s existing DB has current annual cost of 30% of salary, 
with 20% paid by the employer and 10% by the employees. Instead of 
shuttering the DB plan and adopting the DC plan, the plan sponsor can 
adopt Double DB, a hybrid DB structure whose assets can be commingled 
with the existing trust assets. For accounting purposes, there are two 
component pieces in the Double DB design. 
 
Once the plan is established, each of the two DB components receives 
15% of payroll in the initial year (or, half of the hypothetical current 
annual cost).  The first component (DB one) is a regular DB plan with 
features similar to a traditional DB plan, but with more modest fixed 
benefits.  The second DB component is referred to as a partner plan, and 
its benefits are not fixed. 
 
Based on our selected funding method, actuarial assumptions and plan 
design, assume that the traditional DB plan is calculated to provide a 
multiplier of 1.5% of FAS (final average salary).  However, if investment 
experience in the first year is poor and the first DB plan now requires 16% 
of the contribution instead of the 15% paid in year one to support the 
1.5% multiplier, DB one (regular DB) gets 16% and DB two (partner DB) 
gets 14%. 
 
If instead, the plan’s experience in year one was favorable and the 
regular DB plan requires only 13.5% of pay to support the 1.5% multiplier, 
regular DB gets 13.5% and the partner DB gets 16.5%. 
 
 

“Both public and 
private plans that have 

to operate within a 
budget will find the 

fixed cost contribution 
advantageous relative 

to traditional DB 
plans.” 
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This process continues year after year. The actuarially determined 
percentage of payroll cost of continuing the 1.5% multiplier in the regular 
DB is always provided and the partner DB always gets the residual 
amount. 
 
Annual benefits to the pensioner from the regular DB are always 1.5% of 
one’s FAS times the number of years of service.  Partner DB assets 
contributed to one’s final benefit will be determined year-by-year and by 
experience.  Upon retirement, the beneficiary will receive one check 
with the benefit from the first DB component being added to the variable 
benefit from second DB accounting to provide a monthly payment. 
 
With this plan design, the assets of both the traditional DB and residual 
DB can be commingled, whereas a traditional DB and its new DC assets 
can’t be combined.  The same investment management team can be 
used, as well as all service providers, granting the plan sponsors greater 
economies of scale, less complication, and potentially happier employees 
who don’t have to manage their retirement program. 
 
 
Worth Consideration  
 
“The world as we have created it is a process of our thinking. It cannot 

be changed without changing our thinking.”  ― Albert Einstein 
 
Double DB potentially secures the future retirements of plan participants 
without either party bearing all the risk, and without creating a funding 
nightmare that could tear corporate or public budgets asunder. 
 
Given the uniqueness of this plan, we are anticipating many questions. 
We look forward to responding to any questions, comments and / or 
concerns that you might have regarding this exciting pension plan design. 
Importantly, Double DB provides plan sponsors with an additional tool to 
help their employees reach their goal of retirement readiness. 
 

“Importantly, Double 
DB provides plan 
sponsors with an 

additional tool to help 
their employees reach 
their goal of retirement 

readiness.” 
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