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by C. Torben Thomsen

Ifonly the brethren could bave more faith and use
those funds for evangelism, the work would be
Sfinished sooner and we wouldn’t even need those
retirement funds.

—Young college professor, 1959

Ifonly our forefatbers bad been able to find a way
to fund retirement benefits as they were earned,
Just think what we could put into evangelism
today, instead of pouring tithe dollars into paying
Jor benefits earned years ago.

——Retirement steering committee member, 1996

HE NORTH AMERICAN DIVISION HAS AccU-
mulated a $1.4 billion unfunded liabil-
ity for its sustentation or pension plan
for church workers. This amount means that
each member of the North American church
would have to pay $1,600 to eliminate the

division’s obligations to its church employees.
-
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Saving the Church’s
Pension Plan

New and retiring employees may benefit; mid-career
denominational workers risk losses.

As will be shown later, not fully funding the
pension plan is not an entirely unreasonable
policy, but only if the church in North America
grows fast enough.!

In light of this nearly billion-and-a-half
dollar liability, the North American Division®
voted in October of 1997 to switch the de-
nominational retirement system from a de-
fined benefit plan (in which the church prom-
ises a pension of 1.105 percent of an employee’s
annual pay for each year of service) to a
defined contribution plan (in which the em-
ployer each year contributes about 4 percent
of each employee’s salary toward a mutual
fund controlled by the employee).? Even un-
der this new system, the unfunded liability will
rise over 30 years to $3.2 billion.

For denominational employees, the switch
to a defined contribution plan will mean:

e no decrease in payments to workers
already retired;

¢ a decrease in expected retirement pay-
ments for most present workers, with the
biggest decrease for workers about half way
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through a 40-year service life;
e a shift in risk from the church to the
individual worker,

Who Benefits, Who Doesn’t?

n general, employees are better off with the
I new defined contribution plan than with the
old defined benefit plan. The reason is that the
contributions in the early years of work yield
a tremendous pension because the funds are
earning interest for the employee’s entire
working life. Under the old defined benefit
plan there was an implicit transfer between
the young workers and the older workers. The
younger workers received a right to a lower
pension than they are entitled to, while the
older workers received a higher pension for
each year served.

However, in switching to a defined contri-
bution plan with benefits frozen ata particular
date, there is a heavy cost to existing workers.
For example, workers with 10 years of service
are hurt because the denomination’s contribu-
tions to their mutual funds will earn interest
only for 30 years instead of for 40 years. Also,
the pension granted in the early years is not
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proportional to the future value of the contri-
butions.*

A more equitable approach would be to
treat workers as if they had been on the
defined contribution plan from the beginning
of their service to the church. This would
assure that no present worker would receive
a smaller retirement than with the present
plan. I estimate that the cost® of such equitable
treatment would be about $144 million, which
is a relatively small amount compared to the
total unfunded pension liability of $1.4 billion.

Incidentally, there is historical precedent for
this equitable solution. The San Francisco
General Conference session of 1930 voted a
retirement scheme that granted a worker with
10 years of service a pension of 30 percent of
current pay.® The present plan grants such a
worker only 11 percent of current pay while
the proposed equitable plan would grant 20
percent.

How Do Pensions Work?

t may be useful to review how pension

plans work in general, then explore the
impactofthe new, defined contributionscheme
for North America’s church employees. The
basic principle is: An early sacrifice is rewarded
by a later benefit. The modern economy has
provided financial markets as a means for
channeling small sacrifices into much larger
benefits. This is entirely consistent with basic
Christianity, where Christ “who for the joy that
was set before him endured the cross.”

If you put aside 5 percent of your salary
each month, earning 5 percent interest per
year, you will have accumulated 6.3 years of
earnings after 40 years of work. And that will
be sufficient to sustain you for 20 years of
retirement at 50 percent of your normal pay.

In other words, during your working life of
40 years, your sacrifice of two years of your
earnings will be rewarded by 4.3 years earn-
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ings in interest (during your working life) and
then rewarded by an additional 3.7 years of
earnings (during retirement). A sacrifice of
two years will yield a total benefit of 10 years
(which will be sufficient to sustain you for 20
years at 50 percent of your salary). This means
that your two-year contribution multiplied
fivefold during the 60 years of your working
and retirement life.®
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All defined contribution pension funds be-
have in this manner. If funds are not system-
atically invested during the working life, the
pension will cost 25 percent of payroll instead
of only 5 percent.’ The conferences in North
America already pay about 20 percent of
payroll for retirement.

What is the effect on workers? It varies. For
a worker with 40 years of service, earning the
150 remuneration percentage at the 1998 pay
scale, the maximum monthly pension is $888
for an individual and $1,333 for an individual
with a spousal allowance.' To fund pensions
of this size for a retirement period of 20 years
over a working life of 40 years requires annual
contributions of 4.56 percent of current pay
for an individual and 6.85 percent for an
individual with a spouse allowance.
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On the other hand, for a worker with 10
years of service and 30 remaining years of
service, the old, defined benefit pension would
be $222 per month. The new, defined contri-
bution of 4.56 percent of current pay for the
remaining 30 years equals $92 per month.
Investing the $92 per month at 5 percent per
year for the remaining 30 years of service will
build a pension fund of $74,900, which will be
sufficient to sustain a monthly pension of $489
for 20 years. The pension earned up to the
freeze, plus the pension from the defined
contributions, add up to $711 per month,
which falls $177 per month or 20 percent short
of the $888 that would have been earned
under the old defined benefit plan.

DEFICIENCY IN MONTHLY RETIREMENT PAY
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Can the Church Grow Fast
Enough to Actually Pay
Pensions?

f an organization is growing, each year

more new workers will be hired and the
retirees, which were hired many years ago in
small numbers, will be a relatively small group.
(For example, if an organization grows at 7
percent per year, there will only be five retirees
for every 100 workers and a pay-as-you-go
pension system would require only 2.7 percent
of payroll.) For a growing organization, it is
therefore tempting to take the cheap route and
use a pay-as-you-go system. The inevitable
consequence of doing that will be the accumu-
lation of a huge unfunded pension liability.
Since its inception, the Seventh-day Adventist
Church has been oriented toward growth. In
the spirit of “take no thought for the morrow™*?
and “lay not up for yourselves treasures upon
earth™ the pension plan was not fully funded.
It functioned essentially on a pay-as-you-go
basis, with a fund containing only the estimated
expenditures for the next three years.! That is
not a problem if the Second Coming is at hand,
or the church grows spectacularly.

And Adventism’s growth has been remark-
able. Starting with tithe income of $8,000 in
1863, that amount has doubled 16 times since
then, amounting to $929 million in 1996." A
logarithmic plot!$ of tithe reveals a steady
upward trend of 8.7 percent. (If the numbers
lie close to a straight line, there will be a
relatively constant percentage increase from
year to year.)' Over that period of time,
inflation has averaged about 2.2 percent per
year, so the real growth in tithe over the
history of the Seventh-day Adventist Church
has been 6.5 percent. Since the 1800s, the U.S.
stock market has grown at a remarkably
steady 6.6 percent.’® The stock market and the
Adventist Church parallel one another.

When looking at a graph of Percent Change
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in SDA World Tithe, one is struck by the
paroxysmal changes prior to World War II,
and the more sedate changes since then. One
also observes a declining long-run growth rate
(note the straight line superimposed on the
graph). Indeed, there has not been a decline
in tithe for the past 63 years. But the years from
1929 to 1933 saw a total decline of 33 percent
in tithe. And a look at the history of change in
tithe indicates that the church has not been
immune to financial trbulence.

If an organization slows down its growth, or
even begins to downsize, the unfunded liabil-
ity will haunt it. As an extreme example, if an
organization declines at a rate of 4.9 percent
per year there will be 200 retirees for every 100
workers, which will require that 100 percent
of the payroll be turned over to retirees,
leaving the current workers with nothing!
With a fully funded pension plan, the organi-
zation will not be burdened with embarrass-
ingly excessive payments. The defined contri-
bution pension system shifts the risks and
uncertainties to the workers and thus gives
them a powerful lesson in individual respon-
sibility and accountability.

S uch a system has been implemented in the
secular world on a large scale in several
South American countries. In 1980, Chile re-
placed its pay-as-you-go system with a pri-
vately administered national system of Pen-
sion Savings Accounts.”® The success of the
system encouraged Argentina, Peru, and Co-
lumbia to follow in the steps of Chile.
Starting in 2001, the North American Division
will adopt a similar defined contribution pen-
sion plan. The adoption of the new plan does
not solve the problems of paying off the debts
of the past. As we have seen, even with the new
system, the unfunded liability will rise over the
next 30 years from $1.4 billion to $3.2 billion.
The honorable discharge of that obligation will
be a dramatic challenge for the Adventist
Church in North America to keep growing.
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