August 10, 2026
VIA ELECTRONIC SUBMISSION

Mr. Jackson M. Day

Technical Director

Financial Accounting Standards Board
801 Main Avenue

PO Box 5116

Norwalk, CT 06856-5116

RE: Proposed Accounting Standards Update, Compensation-Retirement Benefits-
Defined Benefit Plans- Pension (Subtopic 715-30): Discount Rate Used to Measure the
Benefit Obligation for Certain Market-Return Cash Balance Plans (File Reference No.
2026-ED100)

Dear Mr. Day:

Pension Benefit Guaranty Corporation (PBGC) appreciates the opportunity to comment on
the Financial Accounting Standards Board’s (the Board) proposed Accounting Standards
Update Discount Rate Used to Measure the Benefit Obligation for Certain Market-Return
Cash Balance Plans (the Proposal).

PBGC supports the Proposal’s objective of improving the measurement of the benefit
obligation for qualifying market-return cash balance plans by using a plan’s assumed
interest crediting rate (ICR) as the discount rate. PBGC agrees that using the assumed ICR
as the discount rate better reflects the economics of these plans, thereby reducing
mismatch between the cost to settle the obligations of these plans and the reported
obligation and supporting sound-decision-making by employers considering whether to
sponsor or maintain plans that provide retirement income.

PBGC also recommends a few targeted clarifications to ensure that the proposed
amendments: apply only to qualifying market-return cash balance account obligations,
permit a practical expedient for plans with only insignificant nonqualifying obligations, and
align with the scope of a plan’s lump-sum election provision.

PBGC Interest and Mission Context.

PBGC is the United States Government corporation established under Title IV of the
Employee Retirement Income Security Act of 1974 (ERISA) to encourage the continuation
and maintenance of private-sector defined benefit pension plans, provide for the timely

Page 1 0of 5



and uninterrupted payment of pension benefits, and maintain premiums at the lowest level
consistent with carrying out its statutory responsibilities. See ERISA section 4002(a).

PBGC is pleased to support reporting standards that reflect the economics of defined
benefit plans because economically aligned reporting can promote the continued
maintenance of those plans and, in turn, reinforce participant confidence in the private
defined benefit pension system.

PBGC Supports Economically Alignhed Financial Reporting

PBGC believes that, for financial reporting purposes, it would be appropriate to measure
defined benefit obligations consistent with the manner in which benefits accrue and are
expected to be settled. For the type of pension plan discussed in the Proposal that implies
a lump sum form as opposed to as an annuity. From PBGC'’s perspective, accounting
standards that reflect the manner in which benefits accrue and are settled can help ensure
that accounting outcomes do not unnecessarily discourage plan designs that provide
valuable retirement income while supporting prudent pension risk management.

Market-return cash balance plans are one form of defined benefit plan that combines
features valued by many employers and employees. Participants receive a specific accrual
each year with an easily understood value, which grows with defined market-based interest
credits, while benefiting from ERISA’s preservation-of-capital protection, and, as in other
defined benefit plans, retain the option to receive lifetime retirement income through an
annuity. Employers, in turn, have flexibility to design plans that can align plan liabilities with
investable market returns, supporting prudent pension risk management. These features
may help explain the increase in the use of market-return cash balance plans.

PBGC data show that PBGC-insured hybrid plans (including cash balance and pension
equity plans) increased as a share of defined benefit plans, from 13.7% in 2010 t0 50.7% in
2023 and their share of participants grew from 37.3% in 2010 to 47.6% over the same
period." An October Three Consulting report indicates that, among newly established cash
balance plans with 100 or more participants between 2018 and 2024, 53% used a market-
based interest crediting rate, compared with 35% that used a “flat” interest crediting rate,
suggesting that adoption of market-return cash balance plans is on the ascent.?

' See Pension Benefit Guaranty Corporation, 2023 Pension Insurance Data Tables, tbl. S-25 (Dec. 18, 2025),
available at https://www.pbgc.gov/about/reports/pension-insurance-data. Amounts for the 2023 plan year
are based on preliminary PBGC figures.

2 October Three Consulting, 2026 Cash Balance Plan Report 10 (2026), available at
https://connect.octoberthree.com/hubfs/2026_Cash_Balance_Report_by_October_Three%201.pdf (last
visited July 31, 2026).
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As the prevalence of market-return cash balance plans increases, so does the importance
of accounting standards that appropriately measure their benefit obligations

Using a discount rate that differs from the plan’s projected ICR creates a mismatch
between the projected account balances and the measured benefit obligation. A discount
rate below the projected ICR produces an obligation greater than the projected market-
return cash balance account balances, while a discount rate above the projected ICR
produces the opposite effect. Differences between the discount rate and the projected ICR
also introduce additional volatility into reported pension amounts.® Aligning the discount
rate with the projected ICR can reduce this mismatch and better reflect the economics of
qualifying market-return cash balance plans, which generally settle most benefit liabilities
through lump-sum distributions upon an employee’s separation from service. As a result,
employers and investors can evaluate these plans based on their underlying economics
rather than accounting mismatches.

There is evidence that accounting treatment influences employers’ decisions regarding the
continued sponsorship of defined benefit plans.* By reducing accounting measurement
mismatches, the Proposal may remove an accounting-based disincentive to adopting or
maintaining market-return cash balance plans.

PBGC supports accounting standards that reflect the economics of defined benefit plans
because economically aligned financial reporting can promote the continued maintenance
of those plans. A defined benefit pension system that remains attractive to employers and
reliably delivers promised retirement benefits may create a virtuous cycle by increasing
employee demand for defined benefit coverage, thereby encouraging more employers to
establish and maintain such plans.

3 See, e.g., Conference of Consulting Actuaries, Financial Accounting Treatment of Market-Return Cash
Balance Plans 2, 8 (Feb. 2024), available at https://www.ccactuaries.org/docs/default-
source/papers/Financial-Accounting-Treatment-of-Market-Return-CBs_final_02162024_.pdf (explaining and
illustrating how using different rates to project and discount hypothetical account balances can increase
volatility in reported obligations).

4See, e.g., Pension Benefit Guaranty Corporation, 2077 Annual Report of the Participant and Plan Sponsor
Advocate, app. (Mercer Pension De-Risking Study), at 23 (finding that the “top factors influencing plan
sponsors' propensity towards risk transfer activity are accounting and earnings volatility, balance sheet
liability management, funding volatility, and PBGC premiums,” and concluding that financial volatility often
outweighs the perceived benefits of maintaining defined benefit plans), available at
https://www.pbgc.gov/sites/default/files/pbgc_advocate_report _2017.pdf; Government Accountability
Office, Survey Results of the Nation's Largest Private Defined Benefit Plan Sponsors, GAO-09-291 (Mar. 2009)
(reporting that surveyed defined benefit plan sponsors identified reduced unpredictability or volatility in plan
funding requirements and greater scope in accounting for defined benefit plans on corporate balance sheets
as factors that would make them more likely to consider establishing new defined benefit plans).
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Recommendations

While PBGC supports the Proposal, it respectfully offers the following recommendations.
These recommendations are responsive to Question 3 in the Proposal.

1. PBGC recommends that the Board clarify that the proposed amendments apply only to
the portion of a plan’s benefit obligation attributable to qualifying market-return cash
balance accounts. As drafted, the Proposal could be read to require use of the projected
ICR as a discount rate for the entire benefit obligation of a qualifying plan, even though
some obligations may not be attributable to market-return cash balance accounts. These
include, for example, annuity obligations for retirees who did not, or could not, elect a
lump-sum distribution and accrued benefits under a prior traditional defined benefit
formula. PBGC believes those obligations should continue to be measured under existing
Topic 715 guidance because they are not measured or settled by reference to the ICR.
Clarifying that the proposed amendments apply only to the portion of the benefit obligation
attributable to qualifying market-return cash balance accounts would better align the
scope of the proposed amendments with the settlement basis of those obligations.

2. If the Board adopts the Recommendation 1, PBGC also recommends that it consider a
de minimis exception, as a practical expedient, allowing an entity to apply the proposed
measurement approach to the entire benefit obligation when obligations other than those
attributable to qualifying market-return cash balance accounts represent only an
insignificant portion of the plan’s total benefit obligation. Such a practical expedient would
improve operability and simplify implementation without compromising the faithful
representation of the economics of market-return cash balance plans.

3. PBGC recommends that the Board clarify that the requirement that “participants have
the option to elect lump-sum payments” is satisfied only when participants may elect a
lump-sum distribution of the entire balance of their market-return cash balance accounts.
As drafted, the requirement could be interpreted to encompass plans that permit
participants to elect lump-sum distribution of only a portion of their market-return cash
balance account, with the remainder payable as an annuity or other periodic benefit. PBGC
does not believe such arrangements should fall within the scope of the proposed
amendments because the portion of the obligation payable other than as a lump sum is
not settled by reference to the market-return cash balance account balance.

4. The treatment under this proposal is constrained to plans where, among other things,
“Participants have the option to elect lump-sum payments.” There are constraints on the
ability of qualified pension plans covered by ERISA to pay lump sums when the plan is
underfunded. See, e.g., Section 436 of the Internal Revenue Code. These constraints are
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complex and could apply not just as of the moment of measurement, but in the future
when participants are assumed to elect such lump sums. Thus, we recommend that the
Board consider further restricting the application of this provision to plans where
“Participants have the effective option to elect lump-sum payments.” For simplicity this
could be restricted to plans that hold assets whose returns approximate the interest
crediting rate specified under plan terms and whose value equals at least 80% of the
hypothetical account balances.

Conclusion

PBGC supports the Proposal’s objective of improving the measurement of the benefit
obligation for qualifying market-return cash balance plans. We respectfully recommend
that the Board: (i) clarify the scope of the proposed amendments with respect to qualifying
market-return cash balance account obligations; (ii) consider a de minimis practical
expedient for plans with only insignificant nonqualifying obligations; (iii) align the scope of
the relief to the breadth of a plan’s lump-sum election provision; and (iv) in the case of
plans subject to ERISA, restrict the proposal to plans that can effectively pay participant-
elected lump sums.

Accounting standards that appropriately reflect the economics of qualifying market-return
cash balance plans can support PBGC’s mission of encouraging the continuation and
maintenance of defined benefit plans while protecting participants’ retirement security.

Thank you for considering PBGC’s comments. We would be pleased to discuss them
further or provide any additional information that may assist the Board in its deliberations.

Sincerely,
Janet Dhillon

Director, Pension Benefit Guaranty Corporation
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