
Principles of Pension Funding Reform 
for Multiemployer Plans

Def i n ed ben efit pension plans are an impo rtant sou rce of reti rem ent income to the Am erican wo rker, and they provi d e
g u a ra n te ed lifetime pension ben ef i t s . Def i n ed ben efit pension plan spo n so rs are of t h ree basic types: priva te se ctor sin-
gl e - em pl oyer plans covering em pl oyees at a single co m pa ny, pu blic se ctor pension plans that cover govern m ent em pl oy-
e e s , and mu l ti em pl oyer plans that cover em pl oyees within an indu s try or tra d e . The va ri ous types of s po n so red pen s i o n
plans have impo rtant differen ce s . This issue bri ef fo c u ses on the unique needs of mu l ti em pl oyer def i n ed ben efit pen s i o n
plans under pension funding refo rm .

Acco rding to the Pension Ben efit Gu a ra n ty Co rpo ra tion (PBGC), the U. S . fed eral agency that insu res pen s i o n
ben ef i t s , in 2003, mu l ti em pl oyer def i n ed ben efit pension plans covered 9.7 million pa rti ci pa n t s . T h ere are about 1,600
mu l ti em pl oyer pension plans in the Un i ted St a te s . Typ i c a lly, the plans cover em pl oyees in an indu s try or trade in a ge o-
graphic are a , or a group of rel a ted occ u pa tions that is repre sen ted by the same union.

Due to their different ch a ra cteri s ti cs , the reg u l a to ry stru ctu re for mu l ti em pl oyer pension plans differs from that
for singl e - em pl oyer pl a n s . For exa m pl e , a l t h ou gh both types of plans are covered by the PBGC, sepa ra te insu ra n ce pro-
grams have be en establ i s h ed for the two types of pl a n s . The PBGC ben efit guara n tees for mu l ti em pl oyer pension pl a n s
a re su b s t a n ti a lly small er than the singl e - em pl oyer ben efit guara n te e s . Mu l ti em pl oyer pension plans cover 22 percent of
the priva te se ctor def i n ed ben efit pension plan pa rti ci pants that are insu red by the PBGC.

The American Academy of Actuaries’ Multiemployer Plans Task Force has identified several principles that any revision
of pension funding rules for multiemployer plans should address. The purpose of this issue brief is to provide background
material on multiemployer plans (including their current funding structure) and to examine these principles:

• Do no harm
• Provide ben efit se c u ri ty
• En cou ra ge tra n s pa ren c y
• Provide pred i ct a ble funding
• In clude incen tives to fund with flexi bi l i ty
• Provide simpl i ci ty
• Avoid moral hazard s
• Of fer smooth tra n s i ti o n
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BACKGROUND

Mu l ti em p l oyer plans are cre a ted thro u gh co ll ective bargaining bet ween em p l oyers and union s . Covered
em p l oyees are gen era lly hourly wage earn ers , and con tri buti ons are typ i c a lly made on a per unit of work
b a s i s , su ch as a spec i f i ed amount per hour of work or per em p l oyee per mon t h . Ben efits are gen era lly
b a s ed on length of s ervi ce and hours of work , ra t h er than being pay rel a ted . Con tri buti ons are made to an
en ti ty disti n ct from the con tri buting em p l oyers and unions — the plan’s trust fund. The plan tru s tee s
overs ee the inve s tm ent of plan asset s , and ad m i n i s tra tive ex penses are paid from these asset s . Usu a lly, t h e
plan is govern ed and ad m i n i s tered by a joint boa rd of tru s tee s , with equal repre s en t a ti on appoi n ted by the
em p l oyers and the union ( s ) .

Mu l ti em p l oyer plans differ from mu l ti p l e - em p l oyer plans. Ra t h er than being cre a ted thro u gh co ll ective
b a r ga i n i n g, mu l ti p l e - em p l oyer plans are usu a lly spon s ored by companies that are rel a ted , but not cl o s ely
en o u gh rel a ted for the plan to meet the def i n i ti on of a singl e - em p l oyer plan. Th ere are also other types of
mu l ti em p l oyer plans: def i n ed con tri buti on plans that have indivi dual accounts for parti c i p a n t s , and health
and wel f a re plans that provi de health and life insu ra n ce - type ben ef i t s . These other types of plans are not
d i s c u s s ed in this issue bri ef .

A significant distinction of a multiemployer plan is that all assets and liabilities of the plan are a shared
responsibility of the participating employers and are not segregated or credited to any one employer. It is a
model of pooling risks that make these plans particularly valuable to industries with mobile labor.

By def i n i ti on , mu l ti em p l oyer plans cover em p l oyees of d i f ferent com p a n i e s . These plans can invo lve
hu n d reds of em p l oyers and co ll ective bargaining agreem en t s . Con s equ en t ly, t h ey are inheren t ly more sta-
ble than singl e - em p l oyer plans, as they are not depen dent on the fortunes of a single com p a ny. If a n
em p l oyer goes out of bu s i n e s s , the mu l ti em p l oyer plan con ti nues functi oning as a sep a ra te en ti ty, and con-
tri buti ons from the remaining em p l oyers con ti nu e . Nu m erous em p l oyers lead to more covered parti c i-
pants and gre a ter asset s , a ll owing these plans to ach i eve econ omies of scale and redu ce opera ting ex pen s-
e s . O f ten , t h ere are many small em p l oyers in a mu l ti em p l oyer plan. In some indu s tri e s , su ch as con s tru c-
ti on and en tert a i n m en t , workers frequ en t ly ch a n ge em p l oyers as they move from proj ect to proj ect .
Wi t h o ut a mu l ti em p l oyer plan, em p l oyees in these indu s tries would likely fail to earn ve s ted pen s i on
ri gh t s . In vi rtu a lly all indu s tri e s , wi t h o ut the econ omies of scale of a mu l ti em p l oyer plan, the same ben-
efits could not be provi ded to participants for the same co s t , as more re s o u rces would be spent on oper-
a ting ex pen s e s .

An o t h er ch a racteri s tic of mu l ti em p l oyer plans is their pen s i on port a bi l i ty. With a mu l ti em p l oyer plan,
s ervi ce with all con tri buting em p l oyers is aggrega ted for ben efit calculati on purpo s e s , a ll owing em p l oyee s
u n i n terru pted pen s i on covera ge as they move among companies parti c i p a ting in the plan. Wi t h o ut the
a ggrega ti on of pen s i on servi ce , an em p l oyee ch a n ging jobs could lose ben efits by not having en o u gh ser-
vi ce to have ve s ted ri ghts to a pen s i on . Al s o, with the aggrega ti on of s ervi ce in a mu l ti em p l oyer pen s i on
p l a n , even ve s ted em p l oyees ch a n ging jobs can avoid the loss of ben efits caused by ben efit amounts bei n g
f rozen or by loss of e a rly reti rem ent ben efits and su b s i d i e s . Fu rt h erm ore , mu l ti em p l oyer plans usu a lly
h ave rec i proc i ty agreem ents with other plans covering em p l oyees in the same indu s try or trade , a ll owi n g
pen s i on port a bi l i ty with em p l oyers that parti c i p a te in other plans.

The joint labor- m a n a gem ent stru ctu re of the boa rds of tru s tees of mu l ti em p l oyer plans en h a n ces good
plan govern a n ce . For ex a m p l e , con tri buti ons are made mon t h ly. If an em p l oyer has financial difficulty
and becomes del i n qu en t , this indepen dent boa rd of tru s tees can take immed i a te acti ons to co ll ect requ i red
con tri buti on s . In con tra s t , u n der a singl e - em p l oyer plan, i f a com p a ny has financial difficulti e s , com p a ny
of f i cers usu a lly give pen s i on con tri buti ons a low pri ori ty and redu ce and/or del ay pen s i on con tri buti on s .
This redu ces plan asset s , t h ereby reducing parti c i p a n t s’ ben efit sec u ri ty and increasing risk to the PBGC.
Al s o, wh en the con tri buti ons to a mu l ti em p l oyer plan are not su f f i c i ent to su pport the current ben efit lev-
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els over the long term , the labor and managem ent parties are tasked to work toget h er to re s o lve the imbal-
a n ce bet ween con tri buti ons and ben ef i t s . In mu l ti em p l oyer plan situ a ti on s , the trade - of fs bet ween wage s ,
health insu ra n ce , and pen s i on ben efits are ex p l i c i t , as con tri buti ons are spec i f i ed in the co ll ective bar-
gaining agreem en t s . These agreem ents gen era lly establish fixed labor costs for a con tract peri od , wh i ch
typ i c a lly runs from three to five ye a rs .

PRINCIPLES FOR REFORM

As noted above , mu l ti em p l oyer def i n ed ben efit plans fundamen t a lly have ch a racteri s tics that make them
d i f ferent from singl e - em p l oyer plans. These differen ces are significant en o u gh to con ti nue to requ i re dif-
ferent funding ru l e s . While this issue bri ef wi ll not provi de specific recom m en d a ti ons for the reform of
c u rrent funding ru l e s , the Ac ademy has out l i n ed several principles that any pen s i on funding reform
rega rding mu l ti em p l oyer pen s i on plans should meet .

Do No Ha rm

• Mu l ti em p l oyer plans of fer very va lu a ble adva n t a ges to large and small em p l oyers and to their em p l oy-
ee s . These plans provi de co s t - ef fective reti rem en t , death and disabi l i ty ben efits to co h orts of workers
within many different indu s tries who otherwise might not be el i gi ble as a re sult of the movem ent from
one em p l oyer to another within the indu s try.

• Ma i n ten a n ce of ex i s ting plans and cre a ti on of n ew plans should be en co u ra ged . These plans spre ad
risks and provi de lifetime incom e . Un fortu n a tely, the nu m ber of em p l oyees covered by these plans has
decl i n ed . Legal and reg u l a tory ch a n ges over the ye a rs have incre a s ed the bu rden of com p lying with fund-
ing and ad m i n i s tra tive requ i rem en t s .

• Th erefore , a ny reforms must be approach ed with the overa ll principle of not doing any furt h er harm
to these plans.

Provi de Ben efit Sec u ri ty

• Funding rules should be logi c a l , s t a bl e , and foc u s ed on the lon g - term su f f i c i ency of the plan, a ll owi n g
tru s tees to determine afford a ble and pru dent ben efit level s .

• Funding requ i rem ents should all ow these plans to provi de meaningful ben efits to parti c i p a n t s . To
provi de meaningful ben ef i t s , rules need to recogn i ze that, in ad d i ti on to the PBGC, con ti n gent risks are
borne by spon s oring em p l oyers (who are su bj ect to wi t h d rawal liabi l i ty, excise taxes if funding fails to
m eet requ i red level s , and need for ad d i ti onal funding if weak em p l oyers drop out) and by plan parti c i-
p a n t s . ( Cu rrent federa lly guara n teed ben efits are of ten well bel ow the levels prom i s ed by the plan provi-
s i on s , and incre a s ed con tri buti ons of ten re sult in lower wages.)  These risks must be tra n s p a rent to
em p l oyers as well as to parti c i p a n t s .

• The funding regime should aim for lon g - term ben efit sec u ri ty and participant sati s f acti on with a re a-
s on a ble measu re of pro tecti on for acc ru ed ben efits on the assu m pti on that the plan is on going and not
a bo ut to be term i n a ted .

E n co u ra ge Tra n s p a ren c y

• Recen t ly passed legi s l a ti on (the Pen s i on Funding Equ i ty Act of 2004) has alre ady gone a long way in
making the status of the plan and the assoc i a ted con ti n gent risks rel a ted to their ben efits tra n s p a rent to
p a rti c i p a n t s .
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• Rules should en co u ra ge the sharing of s ome alre ady ava i l a ble inform a ti on (that is not ad m i n i s tra tive-
ly bu rden s ome or co s t ly) on the financial po s i ti on of the plan to indivi dual con tri buting em p l oyers .

Provi de Pred i c t a ble Fu n d i n g

• The requ i red funding must be level and pred i ct a ble so that tru s tees can set ben efit levels with con f i-
den ce that the plan’s proj ected inve s tm ent and rel a tively fixed con tri buti on income wi ll be able to meet
the demands of the ben efit paym ent stream and statutory funding standard s .

• Mu l ti em p l oyer funding requ i rem ents must be flex i ble en o u gh to accom m od a te the re a l i ties of the co l-
l ective bargaining process (the source of the con tri buti ons) wi t h o ut en d a n gering ben efit sec u ri ty.

• Funding reform needs to recogn i ze and ad d ress the fact that, u n l i ke singl e - em p l oyer plans, con tri bu-
ti ons are set in the co ll ective bargaining process su ch that they must be proj ected to meet minimum fund-
ing and be within dedu cti ble limits. Ad d i ti onal provi s i ons for recogn i ti on of vo l a tile econ omic and labor
con d i ti ons must be con s i dered and su pported to all ow con tri buti ons within a bargaining cycle to be su f-
f i c i en t .

In clu de Flexibility and In cen tives to Fu n d

• Given the wi de va ri ety of c i rc u m s t a n ces and issues affecting barga i n i n g, tru s tees and bargaining par-
ties need flex i bi l i ty to meet the funding standards using wh a tever approaches best match the situ a ti on of
t h eir indu s try.

• The law must all ow for ben efit de s i gns that the participants wi ll perceive as fair — to reti ree s , to those
n e a ring reti rem ent age , and to the pop u l a ti on of active workers who gen era te the con tri buti ons — and
that also are flex i ble en o u gh to ad just to the re s o u rces (including futu re con tri buti ons) ava i l a ble to fund
t h em .

• The funding and tax rules should not inhibit re s pon s i ble funding thro u gh the impo s i ti on of dedu c-
ti on limits and pen a l ties that provi de disincen tives for plans to build up strong re s erves in the good ye a rs
in order to redu ce the adverse con s equ en ces of b ad ye a rs .

Provi de Si m p l i c i ty

• The rules need to be easily unders tood by all the stakeh o l ders , i n cluding tru s tee s , em p l oyers , a n d
em p l oyee s .

• The ch a n ges should not be pro h i bi tively ex pen s ive to ad m i n i s ter.

Avoid Moral Ha z a rd s

• The rules should not en co u ra ge tru s tees to establish ben efit levels beyond the financial re s o u rces (cur-
rent asset s , f utu re inve s tm ent retu rns and futu re con tri buti ons) ava i l a ble to provi de the ben ef i t s , u s i n g
re a s on a ble actu a rial assu m pti ons and proj ecti on s .

• Funding hori zons should not ex tend beyond the peri od of ye a rs for wh i ch ben efits are to be del ivered
or active servi ces provi ded . For ex a m p l e , ben efit increases to pen s i on ers gen era lly should be funded over
a peri od that is shorter than the current 30-year requ i rem en t .

• Employers should be requ i red to settle obl i ga ti ons with the plan before being all owed to wi t h d raw.
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This would disco u ra ge them from wi t h d rawing at the sligh test sign of d i f f i c u l ty, i n c reasing the financial
probl ems of the fund and nece s s i t a ting the re a ll oc a ti on of l i a bi l i ties to the remaining em p l oyers or to the
PBGC guara n tee sys tem . Cu rrent rules need to be cl e a rer abo ut the events that tri gger the app l i c a ti on of
wi t h d rawal liabi l i ty, as well as providing guidance on the met h odo l ogy and the ra n ge of a s su m pti ons used
in determining the amount.

O f fer Sm ooth Tra n s i ti on

• Re a s on a ble tra n s i ti on rules to en a ble bargaining parties to ad a pt to any stri cter funding requ i rem en t s
a re essen ti a l .

• The “reor ga n i z a ti on” rules should be mod i f i ed to all ow earl i er iden ti f i c a ti on of tro u bl ed plans in need
of reor ga n i z a ti on . This would all ow the tru s tees to take ti m ely and appropri a te acti on to bring acc ru ed
ben efits into line with re s pon s i ble funding approach e s .

• The rules should not en co u ra ge nor provi de a wi n dow for em p l oyers to shed obl i ga ti ons to other
em p l oyers , plan parti c i p a n t s , or the PBGC by leaving the plan.

CURRENT RU L E S

Sep a ra te Mu l ti em p l oyer Plan Ru l e s

With the passage of the Employee Reti rem ent In come Sec u ri ty Act of 1974 (ERISA), mu l ti em p l oyer
plans were given special capabi l i ti e s , i n cluding the abi l i ty to amorti ze the unfunded actu a rial liabi l i ty at
the point of tra n s i ti on to the new minimum funding requ i rem ents over 40 ye a rs . PBGC ben efit guara n-
tee provi s i ons for these plans were not clear in the early ye a rs .

In the late 1970s, the PBGC con du cted an ex ten s ive stu dy of the funded status of mu l ti em p l oyer plans,
the factors that affect mu l ti em p l oyer plan funding, and the implicati ons for the plan term i n a ti on insu r-
a n ce program ad m i n i s tered by PBGC. The re sult was a proposal that, a f ter significant Con gre s s i onal stu dy
and ref i n em en t , was passed as the Mu l ti em p l oyer Pen s i on Plan Am en d m ents Act of 1980 (MPPA A ) .
Recognizing the disti n ctive ch a racter of mu l ti em p l oyer plans, M P PAA cre a ted a new set of f u n d i n g, p l a n
term i n a ti on , and ben efit guara n tee rules tailored spec i f i c a lly for those plans.

Si n ce then , the PBGC’s singl e - em p l oyer plan program has peri od i c a lly been be s et by solvency con cern s ,
and the funding and term i n a ti on programs for those plans have been revi s ed in re s pon s e . Because mu l-
ti em p l oyer plans did not pre s ent these types of probl em s , Con gress chose not to disru pt a functi oning sys-
tem by ch a n ging the rules for mu l ti em p l oyer plans. Over ti m e , the singl e - em p l oyer and mu l ti em p l oyer
rules have evo lved qu i te disti n ct ly.

Cu rren t ly, mu l ti em p l oyer plans:

• are exem pt from the IRS deficit redu cti on con tri buti on (DRC) and qu a rterly paym ent ru l e s ;

• are not su bj ect to the PBGC va ri a ble ra te prem ium and most noti ce requ i rem en t s ;

• amorti ze actu a rial gains and losses over 15 ye a rs (versus 5 ye a rs for other plans);

• amorti ze the ef fect of a s su m pti on ch a n ges over 30 ye a rs (10 in other plans).
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Wi t h d rawal Liability

Wh en a con tri buting em p l oyer leaves a mu l ti em p l oyer plan, the em p l oyer is liable to the plan for a share
of its unfunded ve s ted ben ef i t s . The law sets out rules for determining the wi t h d rawing em p l oyer ’s liabi l-
i ty, with special provi s i on for indu s tries su ch as con s tru cti on , wh ere em p l oyers may come and go as they
s t a rt and com p l ete proj ect s , wi t h o ut impairing the plan’s financial base. Va rious provi s i ons limit wi t h-
d rawal liabi l i ty, i n cluding a de minimis rule and special limits for em p l oyer liqu i d a ti on s .

The bet ter funded a plan is, the less likely it is to have wi t h d rawal liabi l i ty. This has been a powerf u l
m o tiva tor for the spon s oring parties to maintain very strong plan funding. For plans that have wi t h d raw a l
l i a bi l i ty, the paym ents from dep a rting em p l oyers help to make up for the loss of t h eir futu re con tri buti on s ,
wh i ch is what Con gress inten ded wh en it passed MPPA A .

Plan Reorga n i z a ti on

M P PAA also ad ded a set of funding requ i rem ents for tro u bl ed mu l ti em p l oyer plans: the plan reor ga n i-
z a ti on and insolvency rules in In ternal Revenue Code (IRC) Sec . 418 – 418E. These rules target unfunded
plans that have large reti ree parti c i p a ti on receiving ben ef i t s . The purpose is to en su re that any unfunded
l i a bi l i ties for reti rees are being funded over no more than 10 ye a rs , and the rest of the unfunded liabi l i ti e s
a re funded over no more than 25 ye a rs . If the annual paym ent nece s s a ry to meet those funding sch edu l e s
would be gre a ter than what is requ i red by the regular funding ru l e s , the plan is in “reor ga n i z a ti on .”

Few tro u bl ed plans tod ay, h owever, m eet these cri teri a .

For mu l ti em p l oyer plans, wi t h d rawal liabi l i ty and the reor ga n i z a ti on funding rules serve a purpose sim-
ilar to the DRC and other rules that app ly to singl e - em p l oyer plans: t h ey manage solvency ri s k . Ru l e s
i nvo lving ga tew ays to reor ga n i z a ti on need to be revi ewed to en su re rel eva n ce to the current envi ron m en t .

Con s equ en ces of Being in Reorga n i z a ti on

Di f ferent funding re q u i rem en t s
For a plan in reor ga n i z a ti on , the minimum con tri buti on requ i rem ent (MCR) becomes the statutory

funding standard . The MCR is the annual paym ent nece s s a ry to fund reti ree and active parti c i p a n t s’ ben-
efits over the 10/25-year sch edules under the reor ga n i z a ti on ben ch m a rk .

The MCR is ad ju s ted in va rious ways to en su re the re su l ting funding bu rden is to l era ble for the con-
tri buting em p l oyers and the covered em p l oyees and can be handl ed thro u gh the co ll ective barga i n i n g
proce s s . Th ere is an “overbu rden cred i t” that sof tens the impact of the ex tra funding requ i rem ents if t h e
plan has more reti rees than active parti c i p a n t s . Al s o, the increase in requ i red funding is gen era lly capped
at 7 percent per ye a r.

Ben efit and co n tri bu tion disci pline 
Any ben efit increases that go into ef fect while a plan is in reor ga n i z a ti on must be de s i gn ed to be fully

f u n ded as they acc ru e . If t h ere is an increase in past-servi ce ben ef i t s , the plan loses the shel ter of the 7
percent annual cap on incre a s ed funding ch a r ge s . Th ere are also sancti ons if the parties agree to redu ce
em p l oyer con tri buti on ra te s .

A plan in reor ga n i z a ti on is perm i t ted to redu ce acc ru ed ben efits (after noti ce to parti c i p a n t s ) , but not
bel ow the level at wh i ch they would be guara n teed by the PBGC. If the plan becomes insolven t , it is
requ i red to redu ce ben efits (see plan insolvency discussion bel ow ) .
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Mu l ti em p l oyer Plan Term i n a ti on 

Term i n a ti on has a very different meaning for a mu l ti em p l oyer plan than it does for a singl e - em p l oyer
p l a n , and PBGC plays a mu ch more modest ro l e . PBGC ben efit guara n tees are tri ggered not by plan ter-
m i n a ti on but by insolven c y, wh i ch is likely to happen long after a plan is term i n a ted . Wh en a mu l ti em-
p l oyer plan term i n a te s , the em p l oyers’ funding obl i ga ti ons con ti nue — ei t h er in the form of wi t h d raw a l
l i a bi l i ty paym ents or con ti nu ed con tri buti ons — even though the participants stop earning any ben ef i t
c red i t .

Th ere are two ways a mu l ti em p l oyer plan can term i n a te : by plan amen d m ent or by the wi t h d rawal of
a ll con tri buting em p l oyers (mass wi t h d raw a l ) . In ei t h er case, the tru s tees con ti nue opera ting the plan as
i f it were an on - going en terpri s e , co ll ecting and inve s ting the amounts owed to the plan, a pproving reti re-
m en t s , and paying ben efits as they come du e .

Term i n a tion by amen d m ent  
If a plan is amen ded to term i n a te , the minimum funding requ i rem ents (including the plan reor ga n i z a-

ti on rules) con ti nue to app ly. E m p l oyers con ti nue con tri buting at nego ti a ted ra tes de s i gn ed to meet the
funding standard s . E m p l oyer con tri buti on ra tes cannot be redu ced unless the plan is fully funded . At that
poi n t , it is likely to liqu i d a te and distri bute all of its assets to participants in sati s f acti on of its liabi l i ti e s ,
in the form of i n su ra n ce com p a ny annu i ties or lump su m s .

If a plan that was amen ded to term i n a te su f fers financial deteri ora ti on , the plan reor ga n i z a ti on and
i n s o lvency con trols wi ll come into play.

Term i n a tion by mass wi t h d rawal  
This type of term i n a ti on occ u rs wh en a mu l ti em p l oyer plan loses all of its con tri buting em p l oyers . As

with an amen d m en t - term i n a ti on , the plan’s tru s tees — not the PBGC — have re s pon s i bi l i ty for opera ti n g
the plan, s eeing that ben efits are paid, and managing the wi n d - down proce s s . The plan is funded thro u gh
wi t h d rawal liabi l i ty paym ents ra t h er than em p l oyer con tri buti on s , and is liqu i d a ted (obl i ga ti ons set t l ed
via insu red annu i ties or lump sums) wh en (and if) it has en o u gh mon ey to cover all ben ef i t s .

Wh en a plan term i n a tes by mass wi t h d raw a l , the funding requ i rem en t s , i n cluding the plan reor ga n i z a-
ti on provi s i on s , no lon ger app ly. In s te ad , its liabi l i ties and assets (including outstanding claims for wi t h-
d rawal liabi l i ty) must be va lu ed every ye a r. Ben efits must be redu ced , i f n ece s s a ry, to the level covered by
the assets (but not bel ow the PBGC guara n tee level) until the point at wh i ch the plan is insolven t .

Plan In s o lvency – PBGC As s i s t a n ce

Wh et h er or not it’s term i n a ted , a mu l ti em p l oyer plan is insolvent wh en its assets are not en o u gh to
cover ben efit paym ents for the coming ye a r. Su ch a plan is requ i red to cut ben efits to match what the
a s s ets can provi de , but not bel ow the level guara n teed by the PBGC. Even wh en it runs out of m on ey for
ben ef i t s , its tru s tee s , not the PBGC, opera te an insolvent mu l ti em p l oyer plan. The PBGC guara n tee is pro-
vi ded in the form of peri odic cash infusion s , m ade ava i l a ble to the tru s tees as loa n s . If the plan’s fortu n e s
recover, ben efit levels can be re s tored and the PBGC can be paid back .

By the end of the 2003 fiscal ye a r, on ly 33 insolvent mu l ti em p l oyer plans (of the universe of over 1,600
su ch plans) have ever received PBGC financial assistance . One of those plans has repaid its loan from the
P B G C , and several others have become sel f - su f f i c i en t . In the 2003 fiscal ye a r, 24 mu l ti em p l oyer plans
received financial assistance totaling $5 mill i on .
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PBGC AND MULT I E M P LOYER PLA N S

As with singl e - em p l oyer plans, the PBGC guara n tees that certain ben efits acc ru ed under mu l ti em p l oyer
pen s i on plans wi ll be paid rega rdless of the abi l i ty of plan assets or the plan spon s or ’s assets to provi de for
those ben ef i t s . However, t h ere are significant differen ces bet ween the singl e - em p l oyer plan and mu l ti em-
p l oyer plan insu ra n ce programs of the PBGC with re s pect to the level of those guara n tee s , the insu ra bl e
event that tri ggers PBGC invo lvem en t , and the actual ex peri en ce of the two progra m s .

Gu a ra n teed Ben ef i t s

As noted , the PBGC guara n tees the paym ent of mu l ti em p l oyer plan ben efits wh en the plan runs out of
m on ey, wh et h er or not it is term i n a ted . Un l i ke the PBGC’s singl e - em p l oyer progra m , the maximum mu l-
ti em p l oyer ben efit guara n tee is not a uniform , flat amount. In s te ad , e ach parti c i p a n t’s maximum ben ef i t
for each year of s ervi ce is ex pre s s ed as:

• 100% of the plan’s mon t h ly acc rual ra te , up to $11/year of s ervi ce , p lus 

• 75% of up to $33 more (to the ex tent provi ded by the plan).

Un der this formu l a , the maximum annual ben efit that could be guara n teed by PBGC for a 65-ye a r- o l d
mu l ti em p l oyer plan participant with 30 ye a rs of s ervi ce would be $12,870. In ad d i ti on to ad ju s tm ents for
a ge and form of p aym en t , t h ere are pro rata ad ju s tm ents for servi ce other than 30 ye a rs . Fu rt h er, the max-
i mum ben efit guara n tee is not indexed autom a ti c a lly but is ch a n ged on ly by legi s l a tive acti on . In 2001
Con gress amen ded ERISA to raise the mu l ti em p l oyer guara n tee to these level s , the first increase since
1 9 8 0 . Pri or to this ch a n ge , the annual maximum paym ent for a worker with 30 ye a rs of s ervi ce was on ly
$ 5 , 8 5 0 .

In 2005, the maximum annual ben efit guara n teed under term i n a ting singl e - em p l oyer plans is
$45,613.68 per ye a r, a n d , u n l i ke mu l ti em p l oyer plans, that amount is indexed annu a lly. It is paya ble at age
65 as a single life annu i ty and is ad ju s ted for other forms of p aym ent and for pen s i ons com m encing at ear-
l i er and later age s .

In ad d i ti on to the maximum limits discussed above , t h ere are other re s tri cti ons on the mon t h ly ben e-
fits el i gi ble for the guara n tee . G en era lly, a n c i ll a ry ben ef i t s , pre - reti rem ent death ben ef i t s , ben efits in exce s s
of the normal reti rem ent ben ef i t , and ben efit increases in ef fect for fewer than 60 months are not covered .
Som e , but not all , of these re s tri cti ons also app ly to singl e - em p l oyer plans.

Prem iums 

Mu l ti em p l oyer plans pay annual PBGC prem iums of $2.60 per parti c i p a n t , the level set in 1980. Th i s
com p a res to the $19/participant paid by every singl e - em p l oyer plan, p lus an ad d i ti onal ch a r ge of $9 per
$1,000 of the plan’s unfunded ve s ted ben ef i t s , com p uted at a very con s erva tive interest ra te .

In su ra ble Even t

In a singl e - em p l oyer plan, the plan spon s or has re s pon s i bi l i ty to fund plan ben efits and, in gen era l , c a n-
not walk aw ay from that liabi l i ty. If a singl e - em p l oyer plan term i n a tes with assets insu f f i c i ent to pay all
acc ru ed ben ef i t s , the PBGC steps in to make su re guara n teed ben efits get paid and to recoup from the plan
s pon s or the en ti re shortf a ll (even for non - g u a ra n teed ben efits) to the ex tent po s s i bl e . If the spon s or is
b a n k ru pt and unable to fund the ben ef i t s , the obl i ga ti on to provi de at least the guara n teed ben efits fall s
on the PBGC.
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For mu l ti em p l oyer plans, the process is qu i te differen t . If an em p l oyer leaves a mu l ti em p l oyer plan
wh i ch has an unfunded ve s ted ben efit (UVB) liabi l i ty, the em p l oyer is requ i red to con ti nue funding the
plan by making wi t h d rawal liabi l i ty paym ents repre s en ti n g, at least approx i m a tely, that em p l oyer ’s pro-
porti onal share of the plan’s UVB (see discussion of wi t h d rawal liabi l i ty bel ow.) If that em p l oyer is unabl e
to pay all or part of the wi t h d rawal liabi l i ty, its share is all oc a ted to other em p l oyers , wh i ch con ti nue to
con tri bute to the plan. Even if the plan term i n a te s , t h ere is sti ll the obl i ga ti on of the last em p l oyers
( i n cluding those who might have wi t h d rawn du ring the previous two ye a rs) to pay a very robust wi t h-
d rawal liabi l i ty (“robu s t” for re a s ons beyond the scope of this paper, but gen era lly high er than would be
the case in a regular wi t h d raw a l ) .

The PBGC guara n tees a mu l ti em p l oyer plan’s ben efits on ly if the plan is “ i n s o lven t ,” wh et h er or not it
has term i n a ted , and cannot pay the level of P B G C - g u a ra n teed ben efits for a plan ye a r. If m on t h ly ben ef i t s
for a plan year exceed the plan’s ava i l a ble assets (including wi t h d rawal liabi l i ty paym en t s ) , ben efit pay-
m ents are redu ced to a level that the plan can pay from its assets but not bel ow guara n teed level s . If t h e
p l a n’s assets are insu f f i c i ent to pay guara n teed ben ef i t s , the plan spon s or must app ly to the PBGC for
financial assistance in the form of l oans to the plan to meet guara n teed ben efit paym ents and ex pen s e s . In
most cases, these “l oa n s” wi ll never be rep a i d . Un der certain con d i ti on s , a plan may also redu ce ben ef i t s
previ o u s ly earn ed by parti c i p a n t s , wh i ch are not yet in pay status if su ch ben efits are not el i gi ble for guar-
a n tee by the PBGC.

PBGC Claims Experi en ce

Appendix A to this issue bri ef s h ows the net financial po s i ti on (assets less liabi l i ti e s , in $ mill i ons) for
the two programs run by the PBGC since 1980. The singl e - em p l oyer program ex peri en ced deficits from
1980 until 1996 wh en the first su rp lus ($869 mill i on) appe a red . In recent ye a rs deficits have come back
a n d , in 2004, the largest deficit ever, over $23 bi ll i on , was recorded .

In con tra s t , the mu l ti em p l oyer program ex peri en ced su rp luses thro u gh o ut most of the peri od and wi t h
mu ch less vo l a ti l i ty. In 2003, the mu l ti em p l oyer program had its first deficit in over 20 ye a rs as the com-
bi n a ti on of l ow interest ra tes and the poor perform a n ce in the financial markets took its to ll on some of
the we a ker plans.

O ut l oo k

The mu l ti em p l oyer plan insu ra n ce program has lower limits on guara n teed ben efits than does the sin-
gl e - em p l oyer plan progra m . Fu rt h er, because risks are spre ad over mu l tiple em p l oyers , the PBGC’s ex po-
su re is mu ch less with mu l ti em p l oyer plans. These facts have tra n s l a ted into lower prem iums and more
f avora ble claims ex peri en ce for mu l ti em p l oyer plans since MPPAA was en acted in 1980. Nevert h el e s s ,
t h ere is sti ll some con cern rega rding the mu l ti em p l oyer plan program as some large plans have unfunded
ve s ted ben efit liabi l i ties mu ch gre a ter than the aggrega te prem iums of a bo ut $25 mill i on per ye a r.

An updating of reor ga n i z a ti on ru l e s , d i s c u s s ed earl i er in this paper, be s i des all owing plans to correct
t h eir own funding probl em s , could also have the ef fect of m i ti ga ting PBGC’s po ten tial ex po su re .

W I T H D RAWAL LIABILITY

Wi t h d rawal liabi l i ty rel a tes to the all oc a ti on of the pre s ent va lue of u n f u n ded ve s ted acc ru ed ben efits to
em p l oyers who "wi t h d raw" from a pen s i on fund by ceasing to have an obl i ga ti on to con tri bute to the fund,
or under certain other limited but similar circ u m s t a n ce s . Wi t h o ut wi t h d rawal liabi l i ty, the rem a i n i n g
em p l oyers would be fully re s pon s i ble for making con tri buti ons to cover the unfunded ve s ted acc ru ed ben-
efits for wi t h d rawing em p l oyers .
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The impo s i ti on of wi t h d rawal liabi l i ty upon the ce s s a ti on of the obl i ga ti on to con tri bute to a mu l ti em-
p l oyer pen s i on fund is in itsel f a con troversial su bj ect . Some em p l oyers who agree to con tri bute to a mu l-
ti em p l oyer pen s i on fund by way of the co ll ective bargaining process feel that their nego ti a ted hourly con-
tri buti ons should be the ex tent of t h eir liabi l i ty to the fund. Al t h o u gh this is gen era lly the case absent a
wi t h d raw a l , an em p l oyer's financial obl i ga ti on can con ti nue (gen era lly for up to 20 ye a rs) if a wi t h d raw a l
occ u rs and significant underfunding ex i s t s .

Wi t h d rawal liabi l i ty is all oc a ted to wi t h d rawing em p l oyers under several met h ods ava i l a ble pursuant to
Sec . 4211 of E R I S A , and the po ten tial adopti on of c u s tom met h ods is po s s i bl e . However, " con s tru cti on
i n du s try" pen s i on plans (wh i ch con s ti tute approx i m a tely 60 percent of a ll mu l ti em p l oyer plans) mu s t
a lw ays use what is known as the "pre su m ptive met h od," de s c ri bed in ERISA Sec . 4 2 1 1 ( b ) .

Un der the pre su m ptive met h od , the pre s ent va lue of u n f u n ded ve s ted acc ru ed ben efits is all oc a ted to
i n d ivi dual em p l oyers based on the history of the increases or dec reases in su ch unfunded pre s ent va lue of
ve s ted acc ru ed ben efits over the past 20 ye a rs . These ch a n ges in unfunded ve s ted ben efits are then all o-
c a ted to indivi dual em p l oyers on the basis of t h eir historical proporti on of con tri buti ons in the ye a rs pre-
ceding each ch a n ge .

Wi t h d rawal Liability Is sues and Areas for Reform

Ot h er than accept a n ce of the overa ll con cepts of wi t h d rawal liabi l i ty and that the obl i ga ti on of a n
em p l oyer can ex tend beyond the term i n a ti on of a co ll ective bargaining agreem en t , gen era lly the rules and
reg u l a ti ons rel a ting to the specifics work well , with a couple of excepti on s .

As de s c ri bed above , the pre su m ptive met h od must be used for all con s tru cti on indu s try plans. Th ere is
an aspect of this met h od that has been con trovers i a l : Even if no unfunded ve s ted pre s ent va lue of ve s ted
acc ru ed ben efits ex i s t s , the met h odo l ogy can re sult in wi t h d rawal liabi l i ty for some em p l oyers . This inter-
pret a ti on was re ach ed after con f l i cting op i n i on s , and Con gress may want to recon s i der this and amen d
ERISA to bet ter iden tify tru s tee discreti on ava i l a ble in ad m i n i s tering wi t h d rawal liabi l i ty.

Un der the so-call ed “a s s et sale” exem pti on (ERISA Sec . 4 2 0 4 ) , in certain circ u m s t a n ce s , an em p l oyer can
wi t h d raw and avoid all or a porti on of po ten tial wi t h d rawal liabi l i ty. Un der a Sec . 4204 sale of a s s et s , t h e
s ell er does not incur any wi t h d rawal liabi l i ty at the time of the sale but remains secon d a ri ly liable if t h e
p u rch a s er wi t h d raws in the five - year peri od fo ll owing the sale. The purch a s er agrees to “s tep into the
s h oe s” of the sell er with re s pect to con tri buti on history but on ly for a peri od of f ive ye a rs — the year of
the sale and the preceding four ye a rs . Un der the pre su m ptive met h od for determining wi t h d rawal liabi l i-
ty there is a 20-year loo k - b ack calculati on , t h erefore , a significant amount of a plan’s unfunded ve s ted lia-
bi l i ty can fall thro u gh the crack s . Nei t h er the sell er nor the purch a s er would be re s pon s i ble for the por-
ti on of the plan’s unfunded ve s ted ben efit liabi l i ty that is all oc a ted based on con tri buti ons made more
than five ye a rs preceding the asset sale.

Hi s tori c a lly, t h ere have been ch a ll en ges to the assu m pti ons used in the determ i n a ti on of wi t h d rawal lia-
bi l i ty, p a rti c u l a rly with re s pect to the interest assu m pti on . Th ere are differing vi ews on the appropri a te
ra te s , ra n ging from current market - b a s ed set t l em ent va lues to the lon g - term interest ra te basis used by the
plan for minimum funding purpo s e s . To determine the va lue of u n f u n ded ve s ted ben ef i t s , it would be
a ppropri a te for the PBGC to establish a re a s on a ble ra n ge of i n terest ra tes that may be used .
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Mu l ti em p l oyer def i n ed ben efit pen s i on plans are disti n g u i s h ed from singl e - em p l oyer and mu l ti p l e -
em p l oyer plans in areas including funding mech a n i s m s , risk shari n g, and govern m ental guara n tee s .
Con gress has gen era lly recogn i zed these differen ce s . Ma ny of the funding rules app l i c a ble to singl e -
em p l oyer plans, for ex a m p l e , h ave been appropri a tely mod i f i ed to take into account the special needs of
mu l ti em p l oyer plans. If t h ere are any significant ch a n ges to the rules governing singl e - em p l oyer plans, i t
is important to caref u lly con s i der wh i ch of those rules should also app ly to mu l ti em p l oyer plans, wh i ch
rules should app ly with mod i f i c a ti on s , and wh i ch should not app ly at all .
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APPENDIX A

PBGC’s Financial Position for Single-Employer 
and Multiemployer Programs

Year Single-Employer Multiemployer
1980 $(95) $(9)
1981 $(189) $(1)
1982 $(333) $11
1983 $(523) $6
1984 $(462) $17
1985 $(1,325) $27
1986 $(2,026) $45
1987 $(1,549) $68
1988 $(1,543) $92
1989 $(1,124) $123
1990 $(1,913) $132
1991 $(2,053) $163
1992 $(2,737) $169
1993 $(2,897) $276
1994 $(1,240) $197
1995 $(315) $192
1996 $ 869 $124
1997 $3,481 $219
1998 $5,012 $341
1999 $7,038 $199
2000 $9,704 $267
2001 $7,732 $116
2002 $(3,638) $158
2003 $(11,238) $(261)
2004 $(23,305) $(236)

(dollars in millions)
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