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Statutory Basis

»Subject to numerous federal employee labor and benefit laws:

e The Labor Management Relations Act of 1947 (Taft Hartley Act)
requires plans to be operated by joint (labor-management)
boards for the “sole and exclusive benefit” of plan participants

e Employee Retirement Income Security Act (ERISA) of 1974
imposed vesting and pre-funding requirements, created
Pension Benefit Guaranty Corporation to act as the safety net
for failed plans and codified common law fiduciary
responsibility of trustees

e Multiemployer Pension Plans Amendments Act (MPPAA) of
1980 created concept of withdrawal liability and implemented
the PBGC multiemployer guaranty fund

e Pension Protection Act of 2006 — accelerated funding
requirements in response to 2000 - 2002 recession; created

certain status tests “zones” with specific rules for achieving
funding targets




What is a Multiemployer Plan?

» A plan of benefits created through collective
bargaining requiring contributions by one or more
labor organizations and more than one employer
to a trust fund (as few as 2, but as many as
several thousand employers)

»Multiemployer plans proliferated during and after
WWII in response to wage and price controls

»Historically provided modest but regular
retirement income to workers in industries
characterized by highly mobile workforces who
otherwise would never qualify under traditional
rules



What is a Multiemployer Plan?

»Original funding was “pay as you go” (like Social
Security) which provided flexibility to plans to
respond to fluctuations in employment and
funding

e Good for Plans
e Not so good for participants — infamous abuses

»ERISA’s pre-funding and vesting requirements
represented next step in evolution.

»When the PBGC Multiemployer Guaranty Fund
was created in 1980 there were approximately
2200 multiemployer defined benefit plans, that
number has declined to about 1350; a decline that
IS attributable almost entirely due to mergers.



What is a Multiemployer Plan?

»They now cover approximately 10.4 million current
and former employees and their surviving spouses
in industries across the economy; an INCREASE
from about 8.5 million in 1980

»MPPAA imposed an exit fee (withdrawal liability)
on employers that leave plans with unfunded
vested benefits

»Concept caused employers to maintain modest
benefits until funded status improved but caused
chilling effect for new employers

»Strong employment and robust markets caused
funding to iImprove until focus shifted to other tax
policies — Maximum deductible limits



What is a Multiemployer Plan?

»Contribution obligations in collective bargaining
agreements limited options for plans — especially
those whose trustees and bargainers were different

»In 80s and 90s approximately 75% of all plans had
to raise benefits to raise the costs of plans to
ensure contributions remained deductible to
contributing employers due to overfunding

pursuant to the Service’s maximum deductible
rules.

»The bursting of the “.com bubble™ from 2000 to
2002 caused plans to lose 15% to 25% of their

assets i5n the first “Once-in-a-lifetime” event of the
millennium



What is a Multiemployer Plan?

»Caused some plans to face funding
deficiencies

eRenewed employer concerns over unfunded
liabilities
eAdditional contribution and excise tax

exposure fueled efforts for reform —
eventually became PPA

»Plans gradually began to return to
funding health through 2007



MEDIAN MARKET RETURNS
2007 —2010PLANYEARS

—Median Market Rate of Return
—7.5% (Assumption Used by Majority of Plans)
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TRENDS IN FUNDING ZONE STATUS 2008 -2014
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O]
Characteristics of Plans by Zone

Funded Status of Multiemployer Plans by Zone Status, 2012

Funded ratio Unfunded liabilities

PPA (percent) (billions)
category

Current Actuarial Current Actuarial
Red 37.1% 62.5% $166 $65
Yellow 39.7 69.6 110 35
Green 51.9 86.4 210 40
All 44.9 75.9 486 140

Source: Alicia H. Munnell and Jean-Pierre Aubry. 2014. “The Financial Status of Private Sector Multiemployer Pension

CENTER for Plans.” Issue in Brief 14-14. Center for Retirement Research at Boston College.
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Presenter
Presentation Notes
On its face, an average funded status of 65 percent would not be thought enough to characterize a plan as in serious trouble. If assumed rates of return materialized and the trustees made appropriate adjustments, one could hope that over time the situation would improve. Unfortunately, for a number of troubled plans time will not lead to improvement; these plans have so few active workers relative to inactive participants that the financing base is disappearing.





Characteristics of Plans by Zone

Ratio of Inactive to Active Participants by Zone Status, 2012
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Presenter
Presentation Notes
On its face, an average funded status of 65 percent would not be thought enough to characterize a plan as in serious trouble. If assumed rates of return materialized and the trustees made appropriate adjustments, one could hope that over time the situation would improve. Unfortunately, for a number of troubled plans time will not lead to improvement; these plans have so few active workers relative to inactive participants that the financing base is disappearing.


Characteristics of Plans by Zone

Cash Flow as a Percent of Assets by Zone Status, 2012

Red zone Yellow zone Green zone
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Source: Alicia H. Munnell and Jean-Pierre Aubry. 2014. “The Financial Status of Private Sector Multiemployer Pension

CENTER for Plans.” Issue in Brief 14-14. Center for Retirement Research at Boston College.
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Presenter
Presentation Notes
When the financing base disappears, contributions fall short of benefit payments, which produces negative cash flow. The magnitude of the negative flow relative to assets is a key determinant of the future of multiemployer plans. The easiest way to think about the power of this dynamic is to consider a situation where the negative cash flow rate exceeds the rate of return. That is, cash flow is equal to, say, minus 8.5 percent and the assumed rate of return is plus 7.5 percent. In this case, the trustees each year will have to dig into assets to cover promised benefits. As assets decline, the negative cash flow will increase as a percent of assets, and the plan is in a death spiral. Thus, analysts looking for trouble down the road need to go no further than cash flow as a percent of assets. As shown in Figure 3, this metric varies dramatically by zone, ranging from -7.0 percent for plans in the red zone to -3.0 percent for those in the yellow zone and -1.9 percent for those in the green zone.

Note that negative cash flows by themselves are not worrisome; they are the inevitable result of a mature plan. Yes, eventually the assets are drawn down, but in a fully funded plan they are sufficient to cover promised benefits. In the case of an underfunded plan, however, the assets are depleted before all benefits are paid.


O]
Projected Exhaustion Dates for

Multiemployer Plans

Estimated Distribution of Multiemployer Plan Exhaustion Dates by Zone Status, 2012

Estimated exhaustion date

Zone

0-10 11-20 21-30 Never
Red 11% 17% 8% 64 %
Yellow 1 3 3 93
Green 1 2 1 96

Source: Alicia H. Munnell and Jean-Pierre Aubry. 2014. “The Financial Status of Private Sector Multiemployer Pension

CENTE Rfor Plans.” Issue in Brief 14-14. Center for Retirement Research at Boston College.
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Presenter
Presentation Notes
As one would expect, the pattern of exhaustion dates varies by zone. About 35 percent of red zone plans are projected to run out of assets within the next 30 years and about 65 percent will make it beyond 30 years. In the case of plans in the yellow and green zones, most plans will remain solvent beyond 30 years. The projection of 7 percent insolvency for yellow zone plans and 4 percent for red zone plans assumes that these plans take no corrective actions in the future, which they almost certainly will as insolvency becomes more imminent. Thus, except for the United Mine Workers, which is categorized as a yellow zone plan, the real concern is plans in the red zone.

Compared to prior studies, the results from our simple model show a slightly more negative outlook for plans in the red zone. One study of a sample of plans in 2010 concluded that about 25 percent had basically given up and were trying to forestall insolvency. The U.S. Government Accountability Office also puts the share of insolvent plans at 25 percent, although the PBGC suggests it could be somewhat higher.  While our own survey of the most recently available rehab letters for critical status plans finds similar results – about a quarter of plans said that they were forestalling insolvency – the simple model puts the number at about 35 percent. And, if anything, our simple model biases the results in favor of solvency by using assumed returns and providing no increase in the gap between contributions and benefits.
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Actions Taken by Troubled Plans

Annual Growth of Contributions and Benefit Accruals per Active Worker

Contributions Benefit accruals
Zone status (per active worker) (normal cost)

2001-2007 2007-2012  2001-2007 2007-2012

Critical: forestalling

) 7.7% 2.1% 7.5% 2.7%
insolvency

Critical: ongoing 8.3 5.3 2.7 1.5
Endangered* 7.5 6.9 2.8 4.1

* United Mine Workers is excluded because its precipitous drop in normal cost makes the change in benefit accruals for all
endangered plans negative in 2001-2007.

Source: Alicia H. Munnell and Jean-Pierre Aubry. 2014. “The Financial Status of Private Sector Multiemployer Pension
Plans.” Issue in Brief 14-14. Center for Retirement Research at Boston College.
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Presenter
Presentation Notes
Contributions per active worker have been increasing by 5 percent or more per year for critical ongoing plans and for endangered plans.  In contrast, for critical plans facing insolvency, annual contribution increases slowed noticeably after 2007.  The reason is that one large plan with just over 70,000 active participants – Central States Teamsters – shows contributions per active worker declining.  If this plan is excluded, contributions for critical plans facing insolvency have been rising by 12 percent per  year. Overall, with the exception of Central States Teamsters, the rates of increase are substantial, suggesting that the high percent of plans intending to increase contributions actually succeeded in getting it done.

Normal costs have increased over the period 2007-2012. But many factors are at play here. First, a much smaller percentage of plans in each Zone said that they intended to reduce future benefits compared to those planning to raise contributions. Second, plans are not always able to immediately follow through on their intentions; among those that had planned to decrease benefits, nearly 20 percent had not done so as of 2012.  Third, a number of plans link their benefits to contributions so that rising contributions also produced higher benefits.  Fourth, for plans using the unit credit method, the normal cost would increase (at the discount rate) with the age of the population. For example, in plans where the average age is increasing by a year, anything less than, say, a 7.5-percent increase in the normal cost implies some level of benefit cuts. But the bottom line is that cuts in accruing benefits for active workers have played much less of a role in righting these plans than contribution increases and cuts in adjustable benefits.




O]
Actions Taken by Troubled Plans

Percent of Plans Intending to Take Corrective Action by Zone Status, 2012

Critical
: : Forestalling :
Corrective action insolvency Ongoing Endangered
Raised contribution rates 88% 94% 83%
Cut “adjustable benefits” 71 71 14
Reduce future benefits 58 40 30
Addendum: # of plans 75 174 145

Source: Alicia H. Munnell and Jean-Pierre Aubry. 2014. “The Financial Status of Private Sector Multiemployer Pension

CENTER for Plans.” Issue in Brief 14-14. Center for Retirement Research at Boston College.
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Presenter
Presentation Notes
The tabulations show that most plans in both the critical and endangered zones have reported that they intended to increase contributions, with endangered plans only slightly less likely to do so than critical plans. In addition, 71 percent of critical plans – both those forestalling insolvency and those ongoing – have taken advantage of the PPA provision to cut adjustable benefits. Since changes in adjustable benefits affect separated vested participants as well as active members, eliminating these benefits for plans dominated by inactive members can reduce liabilities more effectively than cutting benefit accruals. (The fact that 14 percent of endangered plans, which do not have such an option, cut adjustable benefits can be explained by the fact that they were previously classified as critical.)

The story for future benefit increases is somewhat different. Here the percent planning to take action varies significantly by zone. About 30 percent of plans in the endangered zone announced that they planned to cut future benefits, compared to 40 percent of critical ongoing plans and 58 percent of those forestalling insolvency. One might have expected 100 percent of plans forestalling insolvency to be interested in reducing future benefits, but it appears that the trustees, seeing insolvency as inevitable, conclude that further changes will not be helpful and could even have perverse effects.12 Moreover, active workers are such a small segment of the plan population that reducing their benefits has a limited impact on overall liabilities.
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Multiemployer Plans



Two Universes of Pensions

Single- Multiemployer

employer

* Plan negotiated between
union(s) and employer

associations under a CBA

* Plan sponsored by one e 10 million people in
employer (or common ~1,400 plans
group)
e 30 million people in ~23,000 P

plans P C‘C

23




Program Comparison
As of 9/30/2013 - S in Billions*

Single- :

Obligations $111 $10
Assets $83 $2
Net Position ($27) ($8)
Premium Income $3 $0.1
Participants 32 million 10 million
Plans 23,400 1,450
Insurable Event Plan Termination Plan Insolvency
Estimated 2012 Underfunding > $400 > $400
2015 Maximum Guaranteed ~$ 60,100 Two tier (100%/75%)
Benefit per Year At 65, SLA Varies by service
4\
PBGC

* unless otherwise stated 24



Single employer plans are looking better,
but program still not in surplus
Single-Emplover Program Net Position

Will Likely Improve
Actal Experience 2004-2003 and 2014-2023 Projecdons

30
20 )
3 10 -
20 R - -
2 -10 : Pl agendn?®
= 9p m ® T L. . 7 = o
B R - -
-30 R R B
-40
2004 2008 2014 2018 2023
m— A rtual . Projected "High/Low" Rarge ® Projected Mean

(historlic dollars) ,‘v‘\
PBGC
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10+ Million in Multiemployer Plans
3+ Million in Red Zone Plans
~1% Million in Plans Likely to Fall

AN
0 1 2 3 4 5 6 7 8 9 10 PBﬁC

Millions of Participants 26



Significant part of Multiemployer plan
system at risk of failure

Multiemployer plans covering almost 1.5 million people
are severely underfunded (<40% funded)

228 Plans (2010)
(s120) 2,000,000
($100)
1,500,000
_ ($80) p
5
= &
= 8
2 §
% (s60) 1,000,000 %:
3 b,
5 b
5 54 Plans (2004-2005) §
($40) =
15 Plans (2001) 500,000
(520) -
47N
* ° PB
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
27
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Multiemployer system was stable.

Until recently...

Multiemployer Program Net Position
Will Likely Deteriorate Further
Historical Experience 2004-2013 and 2014-2023 Projections
0 -——\
10 -
_20 -
fs04
S 50 - "f"!'?!!----
" 60 - PoronoE
70 -
_80 .
2004 2009 2014 2019 2023
e— Actual ; Projected "High/Low" Range B Projected Mean
(historic dollars) )

£\
PBGC
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Now ... despite economic recovery, plans’
inability to recover drives a worsening picture.

Changes to Model for Critical Zone Plans Significantly

Increased Projected Deficit
{Measured by % Change in Mean Projected Net Deficit)
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PBGC guarantees are low...

Age 65 + 30 Years of Service

Single-Employer Multiemployer

$12,870

B Multiemployer 100% guarantee level
*> Multiemployer addl partial guarantee
B Single-Employer guarantee

Age 55 + 10 Years of Service

Single-Employer

Multiemployer

27
PBGC

30



and PBGC has insufficient funds even
to pay current guarantees.

PBGC's Multiemployer Program on Path to Be
Insolvent

100%
~75% chance of 90.0%

insolvency by 2023 \
>

5% ========m==mm=mmmmmmmmmmmmme e e e e e

Chance of insalven oy

Uu;'f(ﬂ I T
2008 2019 2020 2021 2022 2023 2024 2025 v
£\

PBGC
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I ‘4': CELEBRATING THE PAST, SECURING THE FUTURE

Web Resources:
http://www.pbgc.gov/about/projections-report.html

http://www.pbgc.gov/about/projections-report/pension-insurance-modeling-system.html

32
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Pressures for Reform Now

» General pressures to abandon DB Plans to reduce costs
»NEW Employer Concerns over W/L

eshrinking access to essential credit markets and bonding
capabilities resulting from
—FASB’ s New Financial Disclosure Requirements
—Tighter Funding Rules from PPA
—Dodd - Frank Tighter Lending rules
—Credit Suisse, Rating Agency Critiques
» These factors have produced an inability to attract new
employers resulting in a contracting pool of contributing
employers

»Sunset of PPA Zone Rules in 2014



Commission Process

»42 stakeholder groups spanning the multiemployer
community met for approximately 18 months to
arrive at a consensus on the course of action.

»Included labor and employer representatives, plan
representatives, large employers and advocates from
the building and construction, trucking, machinists,
retail food, service, entertainment and mining
industries

»All recommendations are voluntary and designed to
provide additional tools to trustees to address their
specific situations

»In concluding the process the group unanimously
agreed they had achieved consensus on its
recommendations



Background

» Core Principles

eProposals must protect retirement
income security for participants

eProposals must reduce or eliminate
the financial risk to the sponsoring
employers



Pension Reform Proposals

»Retirement Security Review

Commission

«“Solutions Not Bailouts: A Comprehensive
Plan fromm Business and Labor to Safeguard
Multiemployer Retirement Security, Protect
Taxpayers and Spur Economic Growth”

eExtensive stakeholder engagement from the
labor and employer communities addressed
many of the fundamental structural issues
facing multiemployer defined benefit pension
plans



Broad Categories of Recommendations

» Preservation

e Includes technical enhancements to the PPA to
strengthen plans that have regained financial
stability and to facilitate others to get there

»Remediation

e Designed to PRESERVE plans headed for
insolvency and benefits above the levels payable by
such plans under current law

» Innovation

e New plan designs to improve benefit security by
removing the disincentive for employers to remain
in the system and new ones from joining



Preservation



Provisions to Strengthen the Current System

» Primarily Technical Corrections to PPA
Based on experience

eAllow Certain Yellow Zone Plans to Elect to Be in
Red Zone

eExtend certain red zone features to All Yellow
Zone Plans

eAbility to adjust benefits would remain limited
to red zone plans



Provisions to Strengthen the Current System

eEstablish permanent funding relief provisions
fashioned after those enacted Post-PPA

eExclude additional contributions required by
Funding Improvement or Rehab plans from
being subject to withdrawal liability

eEncourage Mergers and “Alliances”

eAllow plans to harmonize normal retirement age
with Social Security



Remediation



Provisions For Deeply Troubled Plans
Current Rules

»The minority of plans (6 - 15% or approximately
90 - 200 plans) face inevitable insolvency

»There is no early intervention option
e Benefits must be maintained until insolvency

eOnce assets are depleted benefits must be cut to PBGC
maximum guarantee level
—$12,870 per year for 30 Year employee who retires at age 65

eAbility of PBGC to support even this benefit level is in
doubt



PBGC Long-Term Outlook

»..We now project that, absent
changes, our multiemployer
program will be insolvent
within 10-15 years....

FY 2013 PBGC EXPOSURE REPORT, PAGE 6



In Case of Guaranty Fund Insolvency:

“Retiree Benefits are reduced under
the [current] guarantees and may be
further reduced if Multiemployer
Insurance Program Becomes
Insolvent.”

Source: Private Pensions — Timely Action Needed to Address Impending
Multiemployer Plan Insolvencies, General Accountability Office, March 2013



In Case of Guaranty Fund Insolvency:

» If depleted by a large insolvent fund:

eBenefits paid by PBGC would be reduced to less
than 10 percent of the guarantee level.

*“In this scenario, a [35 year] retiree who once
received monthly benefit of $2,000 and whose
benefit was reduced to $1,251 under the guarantee
would see monthly income further reduced to less
than $125, or less than $1,500 per year.”

eAdditional plan insolvencies would further depress
already drastically reduced income levels.
SOURCE: PRIVATE PENSIONS — TIMELY ACTION NEEDED TO ADDRESS IMPENDING

MULTIEMPLOYER PLAN INSOLVENCIES, GENERAL ACCOUNTABILITY OFFICE,
MARCH 2013



Provisions For Deeply Troubled Plans

» Commission Recommends that if :

e A plan has taken all reasonable measures to
improve funding; and

e Insolvency is still inevitable; and

e Itis possible to avoid insolvency and preserve
benefits above the PBGC maximum guarantee
level; then...

» Then the rules which currently require benefit
reductions at insolvency should be made accessible
earlier and made more flexible to preserve plans
that would otherwise fail and preserve benefits at
a higher level




Provisions For Deeply Troubled Plans

» Key Considerations

eEarly Intervention will allow some plans
to survive for future generations

ePreserving plans and benefits above
PBGC guarantee is preferable to
insolvency

eTroubled plans may choose to use this
tool based on their individual
circumstances and philosophy



Provisions For Deeply Troubled Plans

» Criteria for accessing Benefit
Suspension Tool:

elnsolvency projected within:
- 15 years
—20 years if inactive to active ratio exceeds 2:1

ePlan has taken all reasonable measures to
avoid insolvency

eAfter application of suspensions, the plan is
projected to be solvent




Provisions For Deeply Troubled Plans

»Suspension Limitations:

eMust be no greater than necessary to avoid
insolvency

eBenefits must be preserved at no less than
110% of PBGC guarantee

eAny future benefit increases must be
accompanied by a comparable restoration
of suspended benefits



Provisions For Deeply Troubled Plans

» Participant Protections

eVulnerable Populations may be Excluded from
suspensions (e.g. very elderly, disabled or
survivors)

ePBGC approval is required

—Application must describe:
» Measures taken to improve funding
» Summary of proposed suspensions

eDetermination of Trustees to be given deference
provided due diligence has been exercised



Provisions For Deeply Troubled Plans

» Considerations in assessing due diligence:

« Contribution levels (past and current)

e Level of benefit accrual (including prior reductions in
rate of accrual)

e Impact on solvency of the subsidies and ancillary
benefits available to active participants

e Compensation level of active participants relative to
the industry

e Competitive factors facing sponsoring employers

e Impact of benefit levels on retaining active
participants and bargaining groups



A Real World Example



A Case Study

»Midwest area construction plan
»EXxpected to become insolvent in 2029

» Contribution rate of $10 per hour

e Increased from $5 in response to funding challenges.

»Benefit accrual rate of $50 per year of
service

e Reduced from $100 several years ago

e Other cutbacks made as part
of Rehabilitation Plan

54
54



Retiree and Cash Flow Statistics

»Average retiree benefit of $1,700 per month
e For service pensions, average benefit is $2,900
e 25% of pensioners have benefits in excess of $2,500

» Total benefits paid are $20 million
» Total contributions are $10 million

» Market value of assets is $87 million

e Expected asset decline of $4 million this year
and accelerating

55



Projected Plan Assets with No Changes

SuollIA
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Potential Benefit Suspension

»Trustees asked: What is minimum reduction required across the
board (actives, inactive vesteds and retirees) that would prevent
Insolvency?

»Answer: Approximately 10%

»PBGC guarantee would result in average benefit cut of nearly 50%,
once the plan is insolvent

» After suspension, benefits much
better than PBGC guarantee
e Average benefit with suspension: $1,500
e Average guarantee: $750

e Service pension difference even greater
— $2,600 vs. $1,100

57



Projected Plan Assets After Suspension

suolIAl
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Innovation



Alternative Plan Design Structures

» Current Available Options Do Not Meet Needs
of All Groups

eDefined Benefit Plans —

—Employers find market risk / Withdrawal liability
unacceptable

—Participants at risk of plan and PBGC insolvencies

eDefined Contribution Plans
—All risk rests with participant
—Leakage
—Mortality Risk
—Very High Fees Relative to DB model
—Highly inefficient vehicle for retirement security

» Parties should have ability and be encouraged to
develop new flexible models



Alternative Plan Design Structures

» Commission Recommendations

eAlternatives must provide regular retirement
income and should retain current and attract new
contributing employers

ePromote creative plan designs

—Innovation is encouraged - Flexible alternatives
include, but are not limited to:
» Variable DB plans
» Composite Benefit Plans (similar to plans elsewhere) -
> Adjustable Benefits
> No Withdrawal Liability
> Participant Protections Built In



Variable Defined Benefit Plan

» Generally fits current DB definition

» s currently in use

» Comprised of two component parts

eFloor Benefit
eVariable Benefit

» Operates under Current Law



Variable Defined Benefit Plan

» Floor Benefit is determined using a low
assumed rate of return (e.g. 5%)

» Variable Benefit is derived from earnings
in excess of Floor

eCan be increased in good years or reduced in
years of poor investment performance but
benefit cannot go below Floor Benefit Value

eParticipants are assigned “Shares”
—Number of Shares are definitely determinable
—Value of Shares is variable



Variable Defined Benefit Plan

» Employers remain subject to withdrawal
liability as under current rules

» Likelihood of incurring liability greatly
reduced through conservative management
of investments

» Can be further reduced by purchase of
annuities on retirement

» Covered by PBGC Multiemployer Guaranty
Fund



Target (Composite) Benefit Plan

» Operates like, but technically
it is not a defined benefit plan

» Neither DB nor DC plans under
current code definitions

» Designed as a better alternative to
moving to current DC design



Target (Composite) Benefit Plan

» Addresses Shortcomings of defined
Contribution plans

eBenefits are paid as lifetime annuities
eLongevity risks are Pooled

eAbility to Negotiate Fees comparable to
current DB fees

eAsset diversification to enhance returns



Target (Composite) Benefit Plan

» Funding standards more conservative than
current system — requires funding at 120% of
actuarial projected cost

» Eliminates withdrawal liability

» Trustees have increased ability to adjust benefits
incrementally to prevent funding distress

» Options depend upon plans’ current and
projected Funding levels

» Appropriate protections for vulnerable
populations



Target (Composite) Benefit Plan

» Plan minimum contributions
determined by plan actuary

» Diverse investments allow
participation in market gains

» Builds in participant protections by
removing obstacles to new employer
participation



Target (Composite) Benefit Plan

» Funding adequacy determined by 15 year
projection

» Benefit adjustments are required at various
points based on current funding and 15 year
projection

» Additional protections are possible through
portfolio immunization and purchase of
annuities



Target (Composite) Benefit Plan

» If a plan fails to meet the long-term
funding requirements, Trustees are to take
corrective actions based on hierarchy of
adjustment options

» Self Correcting feature distinguishes this
design from DB plan

» Since PBGC Guaranty Fund only insures DB
plans, the Target (Composite) Plan would
not be covered



Target (Composite) Benefit Plan

» As a last measure, in the event of a
catastrophic event, the core (non-ancillary)
benefits of pensioners can be reduced

» Participants protected against market
volatility through projected funding targets

» Protections against reductions for vulnerable
populations are permitted - as in deeply
troubled plans - including PBGC oversight



Legislative Process and Status
“Why shouldn’t the government bail us out?”

» No consideration was given to the Pomeroy
/ Tiberi Preserve Benefits and Jobs bill of
2010, nor to the Caseg roposal in the
senate which provided for:

eBroader definition of Partition, expanded merger
authority, preservation of benefits

eThe backinﬁ of the PBGC by the “full faith and
credit” of the government

eNeither bill received so much as a hearing in a
Democratically controlled Congress



Legislative Process and Status

»Bipartisan support expressed by Committee and
subcommittee leadership

» Staff briefings have been held for relevant House and
Senate Committees of jurisdiction

» Six hearings have been held in the House
»Legislation being drafted for introduction

»Both labor and management groups have continued
to register their support with their elected
Representatives and Senators

»Sunset of PPA zone status rules at end of 2014
provides opportunity for passage of broader measure



Opposition

»Some opposition has emerged:

ePension advocates:

—-AARP
—Pension Rights Center

eLimited labor opposition:
—International Association of Machinists
—International Brotherhood of Teamsters
—United Steel Workers
—Boilermakers



Opposition
» Their solutions:

eGovernment Bailout

eLoans from banks that received government
assistance

elmposition of annual fee ($250) on all plan
participants and pensioners to fund PBGC

eExponentially higher guaranty and premium
levels

eHigher priority in Bankruptcy
eSpecial surcharge on contributing employers

eTax credits for contributions to support
“Orphan” liabilities



Delaying reforms means greater benefit
cuts & higher PBGC premiums —

Plans adjust in 2015 Adjustment 2 years
$16,000 later
$14,000
$12,000
$10,000 Adjust benefits ~32%

Adjust benefits ~38%

$8,000 Benefits closerto
Benefits well above PBGC levels

$6 000 PBGC levels

$4,000

$2,000

$0

Source: PBGC 6
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| Benefit Amount ($ in thousands)

lllustration of Impact of Solutions Not Bailouts
80 Year Old Retiree
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Bailouts
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Questions???

E-mail rdefrehn@nccmp.org
Phone: (202) 737-5315
Direct: (202) 756-4644

Cell: (301) 367-1723
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A proposal to spread the pain

Impact on the Present Value of Benefits (PVFB)
$4

$3.2 $3.2

$2.6

$2
$0.8 $0.8 $1.0 $1.0

%0 [ ] . $0.0

-$0.2 $0.0
-$2
-$2.4
4 = Employers continue contributions
$4.8 m Employers cease contributions
-$6 '

Retirees 75 Retirees  Current Current New hires  Total
and older under 75 separators  actives

Source: Alicia H. Munnell, Jean-Pierre Aubry, Wenliang Hou, and Anthony Webb. 2014. “Multiemployer Plans — A Proposal to Spread

the Pain.” Issue in Brief 14-17. Center for Retirement Research at Boston College.
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Figure 2 shows the impact of the benefit cut on the present value of benefits for five specific groups: 1) current retirees age 75 and older; 2) current retirees under 75; 3) current separators; 4) current actives; and 5) new hires.23 Compared to the base case in which employers make withdrawal liability payments in the form of continuing contributions, the reform does not change the total expected present value of benefits, but – by spreading the pain – it does affect the outcome for different groups.24 The expected present value of (mostly younger) retirees’ benefits declines substantially, while the present values of the lifetime benefits payable to current participants and new hires all increase. Compared to the base case where employer contributions cease, the reform brings more money into the system and mitigates the losses for retirees.
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A proposal to spread the pain

Impact on PVFB and Welfare, under Alternative Scenarios

Employers continue Employers cease
Member type contributions contributions
PVFB Welfare PVFB Welfare
Retirees
Age 75 and older - No change  No change +
Under age 75 - No change - No change
Current separators + + + +
Current actives + + + +
New hires + + + +
Total No change + + +

Source: Alicia H. Munnell, Jean-Pierre Aubry, Wenliang Hou, and Anthony Webb. 2014. “Multiemployer Plans — A Proposal

CENTER for to Spread the Pain.” Issue in Brief 14-17. Center for Retirement Research at Boston College.
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Applying welfare analysis alters the picture a bit. While retirees see their benefits decline in net present value terms, their welfare under the Commission proposal – in the aggregate – is essentially unchanged (see Table 1). The reason is that retirees receive smaller but steady benefits, which allows them to better smooth consumption over their lifetimes.

To get a sense of whether the increase in aggregate welfare is meaningful or not, it can be expressed in terms of a lump-sum payment to all participants. The approach is to essentially reduce the benefits of those who enjoy an increase in utility under the reform until the total level of utility for the population as a whole equals that of the status quo. The present value of these benefits is then distributed among all the participants as a lump sum.25 It turns out that the overall welfare gain is equivalent to each participant receiving about $3,000. The magnitude of this “extra money” suggests that the gain in welfare from keeping the plan solvent is significant.

While the results of our CST analysis may be reassuring to proponents of the proposal, several caveats should be kept in mind. First, although the CST does achieve the PBGC definition of solvency, it would be operating on virtually a pay-as-you go basis. Second, the analysis assumes the plan consistently earns 7.5 percent on its assets. Third, the analysis was applied to only one plan; the effects of the Commission proposal on other plans may show different patterns. One conclusion is clear, however. Were the proposal to be enacted, the administering government agency – either the PBGC or the DOL – should have access to complete plan data and perform Monte Carlo simulations to determine whether the benefit cut will have a high probability of ensuring not only solvency but also a reasonable level of funding.
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