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Statement of Financial Accounting Standards 
No. 87 (SFAS 87) requires the sponsor of a 
defined benefit pension plan to measure the 
plan’s obligations and annual expense using 
assumptions that (1) individually reflect best 
estimates (paragraph 43) and (2) are “consis-
tent [with each other] to the extent that each 
reflects expectations of the same future eco-
nomic conditions” (paragraph 46). In general, 
liabilities are most sensitive to the discount 
rate assumption; for example, a relatively 
small change in the discount rate (of say, 25 
basis points) could result in a change in the 
liabilities of perhaps as much as 5 percent.

The Financial Accounting Standards Board 
(FASB) describes the methodology to select 
the discount rate (SFAS 87 paragraph 44). 
The discount rate should reflect the rates 
at which the pension benefits could be 
settled effectively. 

The staff of the Securities and Exchange Com-
mission (SEC) has interpreted this require-
ment to mean that the discount rate should 
reflect the yield of a portfolio of high-quality 
fixed-income instruments whose coupons and 
maturities match projected benefit payments 
(see Emerging Issue Task Force Topic D-36). 
Because the duration of the plan’s liabilities 
is affected by plan design or certain demo-
graphic characteristics of the plan population 
(e.g., average age, average service, proportion 
of retirees), actuaries generally expect that 
plans with similar plan designs and demo-
graphics would use similar discount rates. 

Conversely, it is expected that plans with dis-
similar plan designs or demographics would 
not use similar discount rates.

Statement of Financial Accounting Standards 
No. 106 (SFAS 106) contains similar require-
ments for the selection of assumptions for 
Other Postretirement Employee Benefit plans 
(paragraphs 29 and 42). Similar guidance is 
also provided for the selection of discount 
rate (paragraph 31). 

Companies also disclose other economic as-
sumptions: the expected rate of return on plan 
assets, the expected rate of salary increases, 
and the expected increase in health care costs.

Plan sponsors, as well as regulators, often 
compare their discount rate and other as-
sumptions to those of others.

In this survey, the Human Capital practice 
of Deloitte Consulting LLP has compiled 
information disclosed by many of the Fortune 
500 companies in their most recent annual 
reports. We have focused on 291 companies 
with pension and/or other postretirement 
benefits. Of these, 284 companies had 
defined benefit plans that disclosed as of 
December 31, 2004; 267 of these companies 
disclosed Other Postretirement Employee 
Benefit plans (subject to SFAS 106). This 
disclosure information also included assump-
tions used as of the prior year, enabling us to 
compare changes in the assumptions from 
one year to the next.
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Background
The SEC staff has indicated that it believes 
the term “high-quality” refers to those 
fixed-income instruments with at least an 
Aa3 rating from Moody’s (or its equivalent 
from another rating service). Exhibit 1 shows 
the yield curve on the Bloomberg Composite 
Aa3 bonds at both December 31, 2003, and 
December 31, 2004.

Taken together, these two yield curves 
indicate that the yield curve has flattened 
considerably since last year. Yields for shorter 
durations have increased while the yields for 
longer durations have decreased. 

Over the past several years, the rates available 
on corporate bonds (i.e., Moody’s Aa Long-
Term Corporate Bond Index, Merrill Lynch 
U.S. Corporates Aa 15+ years, Merrill Lynch 
U.S. Corporates Aa/Aaa 10+ years, as well 
as Citigroup’s (formerly Salomon’s) Pension 
Liability Index) have varied considerably. The 
historic yields over the past several years for 
all of these indices are plotted in Exhibit 2.1

This exhibit indicates that these indices 
finished the year with yields about 25 basis 
points less than the end of 2003.

Furthermore, Exhibit 2 indicates that rates are 
currently (as of the end of July 2005) down 
about 25 basis points since the end of 2004.
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1  In March 2005, the SEC staff observed: “If the registrant benchmarks its assumption off of published long-term bond 
indices, it should explain how it determined that the timing and amount of cash flows related to the bonds included in 
the indices matches its estimated defined benefit payments. If there are differences between the terms of the bonds and 
the terms of the defined benefit obligations (for example if the bonds are callable), the registrant should explain how it 
adjusts for the difference. Increases to the benchmark rates should not be made unless the registrant has detailed analysis 
that supports the specific amount of the increase.”
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Measurement Date
As shown in Exhibit 3, approximately 26 per-
cent of the companies used a measurement 
date prior to December 31, with September 
30 being the most common. The measure-
ment date can precede the disclosure date 
by up to three months (see paragraph 52 
of SFAS 87; paragraph 72 of SFAS 106). For 
purposes of the rest of this survey, we have 
included only companies with a December 31 
measurement and disclosure date.

Discount Rate
Exhibit 4 summarizes the discount rate 
disclosures as of December 31, 2003, and De-
cember 31, 2004. The average discount rate 
disclosed at December 31, 2004, was 5.81 
percent, about 35 basis points below that 
disclosed at the end of 2003. Ninety-three 
percent of the companies surveyed were 
between 5.50 percent and 6.00 percent. 

Most of the companies disclosed a discount 
rate within a narrow range at both Decem-
ber 2003 and December 2004; in each year, 
15 percent or fewer disclosed at a discount 
rate that was more than 25 basis points 
from the average.
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The FASB and SEC staffs have indicated that 
they expect discount rates to move with 
general economic trends. Exhibit 5 presents 
the change from December 31, 2003, to 
December 31, 2004.

On average, discount rates decreased by 25 
to 50 basis points from December 31, 2003, 
to December 31, 2004. While approximately 
5 percent of the companies in our survey did 
not change the discount rate, 88 percent of 
the companies lowered it by between 25 and 
50 basis points. 

We also compared the discount rate disclosed 
for SFAS 106 purposes with that disclosed for 
measuring pension liabilities in accordance 
with SFAS 87. As shown in Exhibit 6, 79 per-
cent of the companies surveyed disclosed the 
same discount rate for both measurements. 
Eight percent of companies disclosed a higher 
discount rate for measuring postretirement 
benefits than for measuring pension benefits.

Salary Increase  
Assumption
Plans that provide pay-related benefits are 
required to disclose the salary increase as-
sumption underlying the calculations. Almost 
all of the companies in the survey disclosed a 
salary increase assumption. SFAS 87 provides 
relatively little guidance in the selection of 
the salary increase assumption other than 
to mention that it should reflect “future 
changes attributed to general price levels, 
productivity, seniority, promotion, and other 
factors” (paragraph 46). 
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There is a fairly wide range of assumed sal-
ary increase as summarized in Exhibit 7. The 
average salary increase assumption disclosed 
as of December 31, 2004, was roughly 4.20 
percent, basically unchanged from 2003. 
Seventy-one percent of the companies sur-
veyed used an assumption between 4.0 and 
5.0 percent. Twelve percent of the companies 
in the survey were 100 or more basis points 
away from the average. The rates disclosed at 
December 31, 2003, show a similar pattern of 
dispersion around the average.

This range of expected salary increase as-
sumption is also seen in the spread between 
the discount rate and the salary increase 
assumptions. Exhibit 8 shows this difference 
as of December 31, 2003, and December 31, 
2004. While the average spread decreased by 
roughly 35 basis points, the companies in the 
survey are dispersed over the range.

There is an ongoing discussion among practi-
tioners regarding the frequency of changes in 
the salary increase assumption. Some believe 
that changes in this assumption should occur 
infrequently, only as significant changes in 
the economy warrant and not in lock step 
with changes in the discount rate. Others 
believe that real rates of return for high-qual-
ity, fixed-income investments move slowly 
and, therefore, when discount rates change, 
the change is largely attributable to changes 
in inflation expectations. It should be noted 
that inflation as measured by changes in the 
Consumer Price Index has been fairly stable 
during the past ten years. 

Noting the consistency requirement (para-
graph 46, SFAS 87), the latter group believes 
that salary increase assumptions should 
change when the discount rates change and 
should move in the same direction as discount 
rates, due to the noted inflation expectations.
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Exhibit 9 shows the change in the salary in-
crease assumption from December 31, 2003, 
to December 31, 2004.

Between these two measurement dates, 77 
percent of companies in the survey reported 
no change in the salary increase assumption, 
compared with 74 percent having no change 
between December 2002 and 2003. Roughly 
12 percent lowered this assumption by 25 or 
50 basis points.

Expected Return  
Assumption
Paragraph 45 of SFAS 87 specifies that the Ex-
pected Long-Term Rate of Return Assumption 
should “reflect the average rate of earnings ex-
pected on the funds invested or to be invested 
to provide for the benefits. . . .” Furthermore, 
SFAS No. 132R requires that plan sponsors 
provide a narrative description of both a plan’s 
actual investment policy as well as a descrip-
tion of the basis used to determine the overall 
expected long-term rate of return. 

Exhibit 10 shows the range of the Expected 
Long-Term Rate of Return Assumption used in 
calculating pension expense for 2003 and 2004. 
While SFAS 106 has a similar requirement (para-
graph 32), most Other Postretirement Employee 
Benefit plans are unfunded and so this assump-
tion would not be used in that situation.

The average Expected Long-Term Rate of 
Return was 8.39 percent for 2004 (roughly 10 
basis points lower than was used for 2003), 
with 68 percent of the companies in the survey 
using between 8.25 and 9.00 percent. How-
ever, 29 percent reported an Expected Return 
of 8 percent or less, and 3 percent reported an 
Expected Return of 9.25 percent or more.
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As compared to 2003, approximately 21 
percent of companies surveyed lowered this 
assumption in 2004. As shown in Exhibit 11, 
ten percent of the companies reduced this 
assumption 25 basis points and another 6 
percent reduced it 50 basis points.

Health Care  
Cost Trend
Paragraph 39 of SFAS 106 describes the 
Health Care Cost Trend assumption as rep-
resenting “the annual change in the cost of 
health care benefits . . . for each year from 
the measurement date until the end of the 
period in which benefits are expected to be 
paid.” This paragraph also makes the obser-
vation that “health care cost trend rates may 
be assumed to continue at the present level 
for the near term, or increase for a period 
of time, and then grade down over time 
to an estimated health care cost trend rate 
ultimately expected to prevail.” 

As of December 31, 2004, 84 percent of 
the companies surveyed disclosed an initial 
health cost trend assumption of between 
9.00 percent and 12.00 percent. Five percent 
used a higher initial trend and the remaining 
plans disclosed a lower trend assumption. A 
comparison of the current and prior year is 
shown in Exhibit 12. 
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The average initial trend rate was 9.99 
percent, slightly less than the 10.13 percent 
disclosed for the prior year. Even though 
the average initial trend rate changed only 
slightly, just 27 percent of companies used 
the same rate (as shown in Exhibit 13). Sixty 
percent changed their initial rate by 100 basis 
points or more (in either direction).

Exhibit 14 summarizes the ultimate health 
care cost trend disclosed as of December 31, 
2004. At the end of 2004, the average ulti-
mate health care trend cost rate was roughly 
5.03 percent, approximately the same as 
disclosed at the end of the prior year.
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Exhibit 15 compares the difference between 
the initial and ultimate trends at year-end 
2004 compared with year-end 2003. Over 
the year, on average this difference decreased 
by about 12 basis points from about 5.07 
percent to roughly 4.95 percent.

About the Survey
A number of factors influence each company 
as it selects the appropriate assumptions to 
measure its pension and benefits liabilities. 
This survey is intended to provide information 
regarding the assumptions disclosed by a wide 
range of companies and, as such, can provide 
an indication of the trends in the marketplace.
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For more information regarding this survey, 
please contact any one of the following 
Deloitte Consulting LLP practitioners.

Atlanta 
Floyd Connell, Senior Manager
Deloitte Consulting LLP
404.631.3731
fconnell@deloitte.com

Boston 
Anne Button, Senior Manager
Deloitte Consulting LLP
617.437.2171
anbutton@deloitte.com

Rick Wildt, Principal
Deloitte Consulting LLP
617.437.2676
rwildt@deloitte.com

Charlotte
Marcus Rafiee, Senior Manager
Deloitte Consulting LLP
704.887.2084
mrafiee@deloitte.com

Chicago
Brian Augustian, Principal
Deloitte Consulting LLP
312.486.3171
braugustian@deloitte.com

Joseph Belger, Senior Manager
Deloitte Consulting LLP
312.486.1958
jbelger@deloitte.com

Christine Drager, Senior Manager
Deloitte Consulting LLP
312.486.2949
cdrager@deloitte.com

Howard Freidin, Director
Deloitte Consulting LLP
312.486.2778
hfreidin@deloitte.com

David Hilko, Principal
Deloitte Consulting LLP
312.486.3057
dahilko@deloitte.com

Lance Weiss, Senior Manager
Deloitte Consulting LLP
312.486.3092
lweiss@deloitte.com

Detroit 
Jason Flynn, Principal
Deloitte Consulting LLP
313.396.3511
jasflynn@deloitte.com

Bob Rietz, Director
Deloitte Consulting LLP
313.396.3916
rrietz@deloitte.com

Grand Rapids 
Randy Reitsma, Senior Manager
Deloitte Consulting LLP
616.336.7942
rreitsma@deloitte.com

Houston
Joe Kelly, Principal
Deloitte Consulting LLP
713.982.3750
joskelly@deloitte.com

Irving
Rick Davenport, Principal
Deloitte Consulting LLP
469.417.3575
rdavenport@deloitte.com

Randy Halper, Senior Manager
Deloitte Consulting LLP
469.417.3557
rhalper@deloitte.com

Minneapolis 
Dick Berens, Principal
Deloitte Consulting LLP
612.397.4028
rberens@deloitte.com

Eric Roling, Senior Manager
Deloitte Consulting LLP
612.397.4032
eroling@deloitte.com

Judy Stromback, Principal
Deloitte Consulting LLP
612.397.4024
jstromback@deloitte.com

Nashville
Greg Drennan, Director
Deloitte Consulting LLP
615.259.1817
gdrennan@deloitte.com

Angela Watts, Senior Manager
Deloitte Consulting LLP
615.259.1819
anwatts@deloitte.com 

New York 
Phil Chan, Director
Deloitte Consulting LLP
212.618.4308
winchan@deloitte.com

John Fiore, Principal
Deloitte Consulting LLP
212.618.4364
jfiore@deloitte.com

For More Information
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Mike Fuchs, Principal
Deloitte Consulting LLP
212.618.4370
mfuchs@deloitte.com

Anna Gutsin, Senior Manager
Deloitte Consulting LLP
212.618.4394
agutsin@deloitte.com 

David Kuhn, Senior Manager
Deloitte Consulting LLP
212.618.4491
dkuhn@deloitte.com

Mike Niciforo, Principal
Deloitte Consulting LLP
212.618.4713
miniciforo@deloitte.com

Joseph Rosalie, Principal
Deloitte Consulting LLP
212.618.4734
jrosalie@deloitte.com

Parsippany 
Ira Kastrinsky, Director
Deloitte Consulting LLP
973.683.8038
ikastrinsky@deloitte.com

Glen Lipkin, Senior Manager
Deloitte Consulting LLP
973.683.8031
glipkin@deloitte.com

John Stokesbury, Director
Deloitte Consulting LLP
973.683.6405
jstokesbury@deloitte.com

Liz Stratford, Director
Deloitte Consulting LLP
973.683.6870
estratford@deloitte.com

Philadelphia 
Tom Morrison, Principal
Deloitte Consulting LLP
215.246.2449
thomorrison@deloitte.com

San Francisco 
Scott Fuller, Senior Manager
Deloitte Consulting LLP
415.783.5106
scfuller@deloitte.com

Stamford
Joe Hayes, Senior Manager
Deloitte Consulting LLP
203.708.4720
johayes@deloitte.com

Cynthia Rudnicki, Senior Manager
Deloitte Consulting LLP
203.708.4717
crudnicki@deloitte.com

Washington, DC 
Vince Amoroso, Principal
Deloitte Consulting LLP
202.220.2016
vamoroso@deloitte.com
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