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SUMMARY

This paper has been prepared pursuant to the
mandate in Public Law 95-214 that the Pension Benefit Guaranty
Corporation (PBGC) submit a report to the Congress by
July 1, 1978, that comprehensively analyzes the multiemployer
plan termination insurance program established by Title IV
of the Employee Retirement Income Security Act of 1974
(ERISA). 1/

Multiemployer plans started in the 1940's and
expanded greatly in the 1950's and 1960's. There are now
about 2,000 defined benefit multiemployer plans covering
about eight million participants. Although multiemployer
plans cover approximatley 20 percent of all participants in
defined benefit pension plans, they account for less than
three percent of all such plans. 2/ Because of their relative
size, even a few multiemployer plan terminations during a
given year could have a significant impact on the termination
insurance program.

A PBGC study of multiemployer plans found that
about 10 percent of the multiemployer plans, covering 15
percent of total multiemployer plan participants (1.3 million
workers), are experiencing financial difficulties that could
result in plan termination over the next 10 years. 3/

1/ Public Law 95-214, 91 Stat. 1501 (1977) which mandated

this report also deferred the date of mandatory plan termination
insurance for multiemployer plans to July 1, 1979. See also
Sen. Rep. No. 95-570 and H.R. Rep. No. 95-706, 95th Cong.,
l1st. Sess. (1977). Until July 1, 1979, termination insurance
for multiemployer plans is discretionary with PBGC. See
Appendix IX for a discussion of discretionary coverage. To
date the PBGC has exercised its discretion to guarantee
benefits in two situations. These are summarized in Appendix
XV.

2/ Based on data from PBGC-1 forms for the year ending
September 1, 1976.

3/ See Part VIII and Appendices XIII and XIV of this report.
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If all of these plans were to terminate, the cost
under the current termination insurance program, after
deduction of estimated employer liability, is approximately
$4.8 billion and would require an annual premium of approximately
$80 per participant. If only those plans that are projected
to become insolvent within the next ten years are considered,
the cost, net of employer liability, is approximately $560
million and would require an annual premium of approximately
$9 per participant. 4/ The cost analysis will be discussed
more fully in section G, below.

Multiemployer plans are established and maintained
through collective bargaining. Employers agree to pay money
into a pension trust fund that is administered by a joint
board of trustees half of which are appointed by the union(s)
and half of which are appointed by the employers. 5/ The
joint board is usually responsible for determining the types
and amount of benefits to be provided and the eligibility
requirements for such benefits. 6/ The employers' obligations
to contribute to the trust are usually established in the
collective bargaining agreement at a specified rate (e.g., X
cents per hour worked by or per unit of production of employees
covered by the agreement). In most instances an individual
employer's obligation to contribute to the plan and its
involvement with the plan has been limited to making the
contributions required under the collective-bargaining

4/ A 1977 study conducted by PBGC on the magnitude of potential
Tiabilities from multiemployer plan terminations found similar
results. The findings of this latter study are discussed in
Potential Multiemployer Plan Liabilities under Title IV of
ERISA, Pension Benefit Guaranty Corporation (September 29, 1977)
(Appendix I).

5/ Labor-Management Relations Act §302(c), 29 U.S.C. §186
(1975} .

6/ Multiemployer Pension Plans under Collective Bargaining,
Spring 1960, Bureau of Labor Statistics, Bulletin No. 1326,
1962,




-3~

agreement regardless of whether those contributions prove
sufficient to provide the benefits established by the joint
board. 7/ In addition, an employer's obligation to fund
benefits of its employees has typically ceased upon the
employer's withdrawal from the plan. Employees of the with-
drawn employer retain their benefit credits, and employers
remaining in the plan and newly entering employers thus
assume the burden of funding any unfunded liabilities of the
withdrawn employer.

Under a multiemployer plan, a participant's benefit
is based on service with all contributing employers for whom
the participant works during his or her career. This arrange-
ment enables a participant to receive a pension even though
he or she changes employers, as long as total accumulated
service with all participating employers is sufficient to
satisfy the plan requirements for obtaining a vested benefit.
Multiemployer plans thus provide considerable pension portability.
This is important in mobile employment situations such as
construction, water transportation, and the performing arts.

These two characteristics of multiemployer plans--
pension portability and protection of an employee's benefits
even though the employee's employer leaves the plan--provide
participants with a much greater benefit security than single
employer plans. These features, however, have resulted in
some multiemployer plans having very high unfunded liabilities
for benefits of participants whose employers have ceased
contributing. Withdrawal of employers accompanied by a decline
in the industry, trade, or craft covered by a plan can cause
the "sharing of liability" feature of a multiemployer plan to
weaken the plan by increasing the funding burden on remaining
employers because there are no new entering employers (or
too few) to take their place.

7/ Compare Connolly v. PBGC, 419 F. Supp. 731 (C.D. Cal. 1976)
rev'd and rem'd, No. 76-2777 (9th Cir. May 4, 1978) with PBGC V.
Defoe Shipbuilding Co., No. 77-10151 (E.D. Mich. Feb. 28, 1978);
see also Wayne Jett, "Proper Federal Regulations of Multiemployer
Pension Trusts" (April 19, 1978) (unpublished); "Comments of
Mechanical Contractors Association of America, Inc., on

Discussion Draft, Multiemployer Study, Basic Concepts Paper of the
Pension Benefit Guaranty Corporation" (April 29, 1978)

(unpublished).

The cost of providing benefits set in a multiemployer plan
sometimes are higher than negotiated contributions can support.
This can result, for example, from adverse actuarial experience.



Before passage of ERISA, terminations of multi-
employer plans were extremely rare. The low incidence of
such terminations was due primarily to two factors. First,
participation in multiemployer plans and the industries
covered by those plans generally continued to grow through
the 1960's. Second, in those cases in which the industry
declined and the plan contribution base shrank, causing
financial difficulties, the plans were able to reduce
benefits to avoid termination. ERISA restricts some of the
actions that plans previously took to avert termination but
does not provide effective substitutes. Because of these
restrictions, changes in the economic outlook for some industries,
and the availability of termination insurance, the incidence
of termination and, therefore, the cost of terminations to
the insurance program, participants, and employers are
highly uncertain at this time. Although the PBGC has esti-
mated the liabilities of plans that might terminate because
of financial reasons, the number of terminations and con-
sequently the cost to the insurance system cannot be pro-
jected with any great degree of certainty, since termination
depends on a myriad of factors. Even less certain is the
outlook for terminations and related claims of plans that
are not currently in financial distress.

ERISA generally, and termination insurance in
particular, may very well contribute to the uncertainty.
For example, high guarantees, such as under the current
statute, and limited employer liability may make termination
an attractive alternative to continuation where the cost of
maintaining the plan on an ongoing basis becomes too high.
A higher incidence of terminations and claims could necessitate
high premiums in order to keep the program self-financing.
High premiums might make multiemployer plans less attractive
to participants and employers than at present, by diverting
money to premiums that otherwise could be used to provide
benefits. Other ERISA rules also may be a factor contributing
to plan termination. The current withdrawal rules may
discourage large employers from entering multiemployer
plans, thus weakening the contribution base. In addition,
the restrictions on benefit reductions contained in ERISA
limit the flexibility such plans previously had to avoid
termination because of financial distress.

This report contains a discussion of proposals that
PBGC has under consideration to strengthen multiemployer plans
and to ensure that the PBGC insurance program provides
substantial protection to workers at reasonable cost by
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fostering plan continuation. The proposals are designed to
reduce the incentive to terminate created by the present
program and control and more equitably distribute the costs
of plan termination.

The report discusses possible statutory changes in
the following areas:

(1) definition of multiemployer plan,
(2) funding,

(3) design of multiemployer plan insurance,
including a system of plan reorganization and possibly the
provision of PBGC financial assistance to ongoing plans to
avert terminations,

(4) employer withdrawals,
(5) plan mergers and transfers, and

(6) premiums.

A. DEFINITION OF MULTIEMPLOYER PLAN

The definition of a multiemployer plan under
present law includes two special tests, the effect of which
could be to move a plan into or out of multiemployer plan
status without any real change in the plan or its financial
condition. 8/ Thus, potential termination claims under
Title IV could shift between the multiemployer fund and the
non-multiemployer fund. Furthermore, a plan and the PBGC
might not know of a change in the plan's classification
until the end of a plan year. 9/

The PBGC is considering a definition that would
treat all collectively-bargained plans to which more than

8/ The tests are: (1) that no one employer contribute more
than a specified percentage of contributions in any one plan
year, and (2) that benefits be payable to each participant
without regard to cessation of contributions by a participant's
employer, except for benefits accrued prior to the employer's
entering the plan. I.R.C. §§414(f) (1) (C) and (£f) (1) (D);

ERISA §§3(37)A) (iii) and (iv).

9/ This is because the percentage contribution test is

based on actual contributions rather than expected contributions
and, therefore, cannot be determined until after the plan

year ends,
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one employer contributes the same by eliminating both special
tests from the definition of "multiemployer plan”". 10/
However, plans that would be multiemployer plans under the
new definition, but which historically have intended not to
share unfunded liabilities attributable to withdrawing
employers, could be allowed to provide for an automatic
spin-off of the assets and liabilities attributable to a
withdrawing employer.

B. FUNDIHNG

To assure that plan assets will be adequate to
meet benefit payments, PBGC is considering changes in the
minimum funding standards designed to strengthen the funding
of multiemployer plans.

Current funding standards may not be adeguate to
assure sound funding of multiemployer plans because they
permit past service costs to be amortized over a 40-year
period, and because they allow unfunded liabilities to
increase excessively when the contribution base is declining. 11/
To avoid an adverse impact on plan costs, the changes under
consideration generally would not increase the contributions
required for present benefit obligations, but would require
a sounder relationship between funding and future benefit
improvements. Furthermore, in view of the fact that some
plans have experienced a substantial increase in required
contributions due to ERISA, a delay in the effective date of
the funding proposals is under consideration.

PBGC is considering three changes to the funding
standards. The first change would require multiemployer
plans to amortize unfunded past service liabilities created
by future benefit increases over 30 years, rather than over
40 years as allowed by the current statute, and to amortize
experience losses over 15 years, rather than 20 years as
currently permitted. Some multiemployer plans have large
unfunded liabilities including, in many cases, liabilities

10/ The substantive rule of §414(f) (1) (D) of the Internal
Revenue Code, that allows a multiemployer plan to disregard
"past service benefits", would be retained as an exception to
the minimum vesting and accrual requirements of ERISA.

11/ The current minimum funding standard is set forth in
ERISA §302 and I.R.C. §412.
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of former employers no longer contributing to the plan.
Although such plans can normally look to a large number of
employers for funding these liabilities, the contribution
base of a multiemployer plan is vulnerable to shifts in
employment patterns because of geographic shifts, technology
changes, or shifts in consumption patterns. In light of
these facts, a 40-year amortization period is too long to
ensure adequate funding.

The second major change in the minimum funding
standards would require that contributions to a plan be
sufficient to pay benefit obligations as they become due.

This would be accomplished through a new minimum contribution
requirement (MCR) which would require that total contributions,
including both normal cost and past service cost, be

adequate to meet a plan's benefit payment commitments. 12/

A third change relates to the shortfall funding
method, which is an alternative funding method available to
collectively-bargained plans. 13/ This funding method allows
the parties to the plan to fix a contribution rate for the
duration of a collective bargaining agreement by dividing
the total contributions required under the minimum funding
rules by the expected number of work units (e.g., total
projected hours to be worked to derive a rate for each work
unit), If the hours actually worked are less than the projected
hours, a shortfall loss will result. If the contribution
base is declining, the funding standard account will be
charged with a series of shortfall losses. Under present
law, shortfall losses are amortized over 15 years, 14/ and
there is no limit to the number or amount of shortfall
losses that can be funded on the 15-year amortization basis.

The PBGC is considering changes to ensure sounder
funding whenever the accumulated shortfall losses would
create, in the absence of the shortfall method, a large
funding deficiency, i.e., a funding deficiency that exceeds

12/ The MCR would be based on a percentage of unfunded
vested benefits. The percentage would vary, depending on a
plan’'s interest rate assumptions, in order to assure that
the impact does not vary as a result of a plan's actuarial
assumptions.

13/ See Treas. Reg. §11.412(c)(l)-2, 42 Fed. Reg. 39382
(August 4, 1977).

14/ The start of the amortization period may be delayed five
years.
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a given percentage of the contribution required under the
minimum funding standard account. One approach under consid-
eration would prohibit benefit increases while an excessive
funding deficiency exists. Another would permit benefit
increases upon an actuarial certification that the excess
funding deficiency would be corrected within a given number
of years, e.g., five years.

C. DESIGN OF MULTIEMPLOYER PLAN INSURANCE

The basic underlying philosophy of the major
proposals under consideration for restructuring the multi-
employer insurance program is that plan continuation provides
the greatest security against loss of pension benefits.

1. Plan Reorganization

One way to further plan continuation is through a
process of plan reorganization under which plans would be
encouraged to take action to correct financial problems.

Plan reorganization would be voluntary; no plan
would be required to reorganize. However, under one option
being considered, plans that reorganize but nevertheless
deteriorate to the point that they are unable to pay benefits
would be eligible for guarantees in the form of ongoing PBGC
financial assistance if needed to meet benefit payments.

Under reorganization a financially troubled plan
would be encouraged to take corrective action to avert near-
term or long-term plan insolvency, and to establish a sound
relationship between plan contributions and benefit outlays.

The reorganization program consists of two levels
of plan reorganization, each level based on the severity of
a plan's financial problems. The purpose of the two-tier
program is to enable PBGC and plans to become aware of
impending financial difficulties at the earliest possible time,
so that moderate actions can avert insolvency, but to allow
more flexibility than under the current statute when the
threat of insolvency becomes imminent.

The two levels of plan reorganization are:

Level I Reorganization: Level I is essentially an
early warning signal for the purpose of identifying plans
which are facing long-term financial deterioration (e.g.,
they would exhaust their assets in 15 years based on projected
benefit payments, the current contribution rate, and continuation
of recent trends in the size of the contribution base). Plans
which meet established threshold tests for Level I reorganization
would be encouraged to take a variety of corrective measures,
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such as increasing contributions or limiting future benefit
increases if needed, but would not be permitted to reduce
previously accrued benefits beyond the reductions permitted by
ERISA.

Level II Reorganization: Level II applies to
plans which are in imminent danger of plan insolvency (e.g.,
they would exhaust their assets in seven years based on
projected benefit payments, the current contribution rate,
and continuation of recent trends in the size of the contribution
base). Plans which meet established threshold tests for Level II
reorganization would be permitted to take a variety of
corrective actions, including reducing benefits, if necessary
to remove the imminent threat of insolvency. However, except
for benefit reductions permitted by ERISA, plans would not be
permitted to reduce previously accrued benefits (both vested
and nonvested) below the guaranteeable accrual level, i.e.,
the benefit that would be guaranteed if all accruals were
vested.

2. PBGC Financial Assistance to Ongoing Plans

One of the important alternatives PBGC is con-
sidering would shift the focus of the insurance program from
providing benefits upon termination to providing financial
assistance to ongoing plans. Financial assistance in the
form of loans would be provided to plans in reorganization
that face insolvency despite having taken corrective measures,
such as reducing benefits to the guaranteed level and main-
taining a specified rate of contributions.

The multiemployer insurance program could be designed
with PBGC financial assistance to reorganized plans as the
sole or primary insurance vehicle. Under this approach, there
could be lower guarantees--or no guarantees--for plans that
terminate, i.e., plans that do not attempt to reorganize
or that do not take all required corrective measures in re-
organization. Thus, PBGC program funds would be restricted
to those plans most in need of help, that have complied with
full reorganization requirements. Ideally, under this
approach, the PBGC financial assistance to reorganized plans
would be sufficient to protect substantially the same level
of benefits as would be protected under existing Title IV
provisions.

Since the guarantee would be provided on an ongoing
plan basis, employer liability would, in effect, be replaced
by the continuation of employer contributions to the plan at
the rate established in the collective bargaining agreement. 15/

15/ Employer liability upon withdrawal is also satisfied by
continued funding by the employer of its share of unfunded
liabilities.
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3. Guarantees and Employer Liability for Terminating
Plans

A second way to redesign the multiemployer insurance
program is to revise the guarantees and/or employer liability
for terminated plans to make plan continuation more attractive
than termination, than under the current program. Under this
second approach, no PBGC financial assistance would be provided
for ongoing plans. Plan reorganization, however, could still
be included in such a program in order to enable financially
weak plans to improve their financial condition and thereby
avoid termination. In the event of termination, employers
would remain liable to continue funding their share of
termination liability without regard to net worth. 16/

PBGC is considering five different programs for
controlling the incidence of termination and the level of
program costs through various combinations of employer
liability and benefit guarantees. 17/ They are:

Program l: employer liability for full vested
benefits and reduced benefit guarantees;

Program 2: employer liability for guaranteed
benefits only, and reduced benefit guarantees;

Program 3: no employer liability and no benefit
guarantees;

Program 4: employer liability for guaranteed
benefits and reduced benefit guarantees if the plan imposes
withdrawal liability; otherwise, no guarantees and no employer
liability; and

16/ The current statutory limit on employer liability, i.e.,

30 percent of net worth, would be eliminated because the net
worth limitation may create financial incentives to terminate

a plan in cases in which the cost of providing benefits under

an ongoing plan would be greater than the employer's termination
liability, and because determining net worth poses major
administrative and cost problems.

17/ Because of the fundamental restructuring of the current
Jiability provisions of the basic termination insurance

program, a separate contingent employer liability insurance
(CELI) program to further alleviate employer liability would

be superfluous. Although there are no distinct CELI provisions,
various program proposals (e.g., reorganization) do incor-
porate CELI-type relief. Such relief could be most significant
under the reorganization proposals in which employer liability
could be substantially reduced for a plan which undergoes
reorganization.
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Program 5: employer liability only for the
guaranteed benefits of retirees and those within five years
of normal retirement, and benefit guarantees only for such
participants. 18/

If termination insurance is the sole vehicle for
guaranteeing benefits, reorganization without financial
assistance could still be made available to help plans avoid
termination. To provide incentive for reorganization, benefits
accrued after a plan qualifies for reorganization could be
guaranteed only if the plan takes all necessary reorganization
measures but nevertheless terminates because of insolvency.
Also, employer liability for a plan that reorganizes but
nevertheless becomes insolvent and terminates could be
reduced under the various termination insurance program
options. Under Program 1, employers could be liable for
unfunded termination guarantees rather than unfunded vested
benefits. Under programs 2, 4, and 5, if a plan reorganizes
but nevertheless becomes insolvent, employer liability could
be based only on guaranteed benefits accrued to the date the
plan first qualified for reorganization. Thus, employer
liability would be computed in the same manner whether or
not the plan reorganized. This would assure that the level
of potential employer liability would not deter plans from
reorganizing.

There are a number of ways that the level of benefits
can be reduced if that is necessary to control program costs.
They include:

(1) a permanently reduced level of guarantees
(e.g., 25 or 50 percent of the guaranteeable level for a
reorganlzed plan),

(2) guarantees only for post-ERISA benefit accruals
(i.e., accruals in plan years beginning after December 31, 1977,

(3) a phase-in of program guarantees at the rate
of X percent per year (e.g., 10 percent for each year the
program is in effect), or

(4) guarantees only for benefits accrued while an
employee was working in employment for which contributions to
the plan were required.

18/ Except for Program 3, these programs are viable options
irrespective of whether the reorganization concept is adopted.
Program 3 cannot be effective unless PBGC assistance is available
to reorganized plans.
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In order to provide some measure of protection to
retirees and older participants, their benefits would be
given a high priority in the allocation of plan assets.

4. Phase-in of Guarantees of Benefit Increases

The final element of the changes under consideration
in the design of termination insurance is stricter phase-in
rules for the guarantee of benefit increases. Under the
current statute, benefit increases become guaranteed very
quickly. At present, the guaranteed increased benefits are
phased-in at the annual rate of 20 percent of the monthly
benefit increase or $20 per month, whichever is greater. 19/
The phase-in rules under consideration, would eliminate the
$20 rule and retain the 20 percent phase-in rule for benefit
increases, and perhaps delay the start of the present five-
year phase-in for three years. They would be applicable to
both financial assistance guarantees and termination guaran-
tees. Other possibilities under consideration would make
the rate at which a benefit increase becomes guaranteed
contingent on the plan's funding status at the time of the
increase.

D. EMPLOYER WITHDRAWALS

Under the current statute most employers can
withdraw from a multiemployer plan that has unfunded liabilities
and thereby terminate their obligation to continue contributions.

Although statutory sanctions currently are imposed
upon large withdrawing employers, a plan is not reimbursed for
the loss caused by withdrawal. Generally, the law requires
only that a substantial employer (one that makes 10 percent
or more of the total contributions to the plan) post a bond
or place an amount in escrow to cover its contingent liability
to the PBGC if the plan terminates within five years. 20/
Neither bond nor escrow is required when a nonsubstantial
employer withdraws.

To prevent employers from being able to withdraw
from a plan and leave the plan with unfunded liabilities,
and to avoid the additional burdens on remaining employers
created by withdrawals, this report considers statutory
changes that would require any employer withdrawing from a
multlemployer plan to complete funding its share of the
plan's unfunded vested liabilities arising while the employer
was in the plan. The proposed rules contain a method of

19/ ERISA §4022(b).

20/ ERISA §4063.
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allocating liability to a withdrawn employer based on its
relative contributions to the plan, thus reflecting the
share of the funding burden the withdrawn employer was
carrying.

Temporary employers who enter a plan with little
or no past service credit for their employees, however,
could be exempted from withdrawal liability if the plan so
elects. Generally, their participation enriches the plan as
it does not result in increased unfunded vested liabilities. 21/

Because the withdrawal rules being considered may
not be appropriate for every plan, a plan would be allowed
to adopt an alternative method of allocating liabilities to
a withdrawing employer more suitable to its particular
situation, subject only to disapproval by the PBGC. The
alternative method could be in the statute or regulation so
that the adoption of an alternative need not be reported to
PBGC. A plan also could elect not to impose withdrawal
liability, if PBGC agrees that withdrawal liability is not
administratively feasible for that plan.

The withdrawal rules would reduce the funding
burden on employers continuing to contribute to the ongoing
plan. This is because the withdrawal rules would hold new
employer entrants liable only for underfunding occurring after
their entry, thus lessening the disincentive to plan entry
posed by the present law under which new entrants may be
liable upon plan termination for underfunding arising before
they entered a plan.

The withdrawal rules would permit a plan to limit
its liability upon an employer withdrawal through benefit
reductions or transfers of assets and liabilities to another
plan. Only those benefit reductions currently permitted by
ERISA would be authorized. The withdrawal rules contain two
options designed to prevent plans from transferring assets
and liabilities upon an employer withdrawal in order to
shift liabilities of weak employers onto the insurance
system. Under the first option, a multiemployer plan would

21/ Temporary employers usually do not participate long

enough for their employees to earn vested benefits solely

by virtue of their covered services with the temporary employer,
so that often the temporary employers' contributions can be
used to fund benefits of other employees.
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have a limited contingent liability for benefits transferred
to another plan. Under the second option, the PBGC could dis-
approve transfers that are not in the best interests of the
transferor and transferee plans, the transferring employer,
affected participants, and the premium system.

E. PLAN MERGERS AND TRANSFERS

The PBGC is authorized to determine the extent to
which the statutory rules governing mergers and transfers of
assets apply to multiemployer plans. 22/ The present rules
are unworkable for multiemployer plans. Therefore, rules
under consideration for multiemployer plans would provide
a "plan continuation" test and a "business purpose" test
in lieu of the current statutory rules. 23/ A merger or
transfer would be prohibited under the "plan continuation"
test if the plan or plans would be placed in financial danger
by the transaction, as measured by the reorganization threshold
tests. The "business purpose" test would enable the PBGC to
respond effectively to attempts to manipulate the insurance
system.

F. PREMIUMS

The report contains three options for computing
premiums in addition to the current uniform charge per plan
participant. One is based on risk and exposure, the second
on exposure only, and the third on a variation of the alternative
premium permitted under current law. 24/

22/ ERISA §208; I.R.C. §§401(a) (12), 414(1). These statutory
rules, as they apply to non-multiemployer plans, are inter-
preted by the Internal Revenue Service in Proposed Treas.

Reg. §1.414(1), 42 Fed. Reg. 33770 (July 1, 1977).

23/ Present law provides for a benefit reduction test
(i.e., a participant's accrued benefit may not be decreased)
and a funding test (i.e., each participant must be entitled
to a benefit immediately after the merger/transfer equal to
or greater than the participant was entitled to receive
immediately before the merger/transfer, determined as if the
plan had terminated).

24/ See ERISA §4006(a) (5) (A).
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Results of our analysis show that the three
alternatives to the current method for computing premiums
could produce a more equitable allocation of program financing
by shifting the burden toward large, more poorly funded,
high-benefit plans. But these poorer-funded plans would pay
less, as a ratio of premium costs to total plan contributions,
than sounder-funded plans. In addition, each of the three
alternative premium options would produce a lower premium
per participant than the corresponding flat premium per
participant.

G. COST ANALYSIS

A study of the potential cost of the current
termination insurance program for multiemployer plans as
well as the alternatives discussed above was conducted. The
study, which is based upon a sample of 279 multiemployer
plans, provides estimates of the potential incidence of plan
termination and of the potential range of costs to the
insurance program over the next 10 years. A computer based
model was used to identify plans that are potential termi-
nations, by projecting plan characteristics indicative of
potential plan termination because of financial hardship.
These termination characteristics include a high ratio of
retired and inactive vested participants to total participants,
a low ratio of assets to annual benefit obligations, and a
slightly increasing or a decreasing level of assets.

The purpose of this study was to identify plans
that are potential candidates for termination because of
financial hardship in order to determine the magnitude of
potential exposure to the insurance system, and to compare
the magnitude of the costs of the current program to alter-
native programs. The results of the study should not be
viewed as precise projections of the incidence of termination
or the anticipated costs to the insurance program because of
the uncertainties involved in projecting plan characteristics
into the future and the difficulty of predicting termination,
which depends on a myriad of financial, social, and political
factors. The results of the study, however, provide a basis
for evaluating the magnitude of costs of the current and
alternative programs.

The study shows that approximately 160 multiemployer
plans, or about 10 percent of all such plans, have financial
and participant characteristics that indicate the possibility
of termination because of financial hardship over the next
10 years. These plans cover approximately 1.3 million
participants, or approximately 15 percent of all multiemployer
plan participants. Under the current program, if all of the
plans classified as potential terminations were to terminate,
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the estimated present value of the gross unfunded liability
for guaranteed benefits would be 8.3 billion ($3.8 billion

if large, broad-based plans are excluded from the termination
estimate on the basis that these plans would be better able
to avoid termination than the other plans identified by the
termination indicators). The estimated present value of net
liability (gross unfunded liability less employer liability
payments under the current statutory rules) to the PBGC
insurance system for these plans would be $4.8 billion ($2.7
billion if terminations of large, broad-based plans are
excluded). In order to finance these liabilities, an annual
premium of $80 per participant would be required ($45 if
large, broad-based plans are excluded). The $45 and $80
premium rates represent approximately 8 and 14 percent of
annual plan contributions. Although it is not likely that
all of these plans would terminate during the 1l0-year period,
or even thereafter, the magnitude of the potential liabilities
indicates that the premium required to maintain the current
program on a self-financing basis may not be affordable by
multiemployer plans.

The actual potential for termination within the
group of plans classified as possible terminations varies
significantly. Based upon the relative severity of plan
financial condition and projections of industry employment
trends over the 10-year period, the plans were classified
into four groups with respect to their relative potential to
terminate, ranging from highest (plans projected to become
insolvent over the 10-year period) to lowest (plans with the
least severe financial condition that cover industries where
employment is not projected to decline, according to the
Bureau of Labor Statistics). The nine plans with the highest
potential to terminate represent less than one percent
of all multiemployer plans and contain 1.4 percent of all
participants. The estimated present value of net liability
to PBGC under the current guarantee and employer liability
rules for these plans is about $560 million. The annual
premium required to finance this liability would be approximately
$9 per participant, which is 3.6 times the single employer
premium rate and represents 1.7 percent of annual plan
contributions. The 51 plans with the second highest potential
to terminate (generally, non-broad-based plans in industries
projected to decline) represent three percent of all multiemployer
plans and participants. The estimated present value of net
termination liability for these plans, under the current
guarantee and employer liability rules is about $1.3 billion.
An annual premium of $22 (about four percent of annual plan
contributions) would be required to finance this level of
liability.
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Revising the current program by modifying the
current guarantees and employer liability limitations and
by providing for plan reorganization assistance to ongoing
plans reduces by varying degrees the potential PBGC termina-
tion costs for all plans classified as potential terminations.
Thus, by modifying the current guarantees to require stricter
rules for funding and to defer the phase-in of the guarantee
of benefit increases and by removing the current net worth
limit on employer liability, annual premiums if all plans
terminate could be reduced to $12-$20 per participant (in
contrast to the $45-$80 range under the current program).

Reducing the current guarantee level in conjunction
with the modifications discussed above would further reduce
the potential cost of the termination program, but at a high
cost to participants in terms of benefit security. As shown
in the table below, the premium rates for the various
reduced guarantee options under current employer liability
limitations range from a low of $0.56-$1.88 under a 50
percent guarantee option to a high of $29-$46 under a 10
percent per year program phase-in (assuming plans defer
termination until the point of insolvency or until the

Summary of Premiums Required
Under Reduced Guarantee Options

Annual Premium Rate
(S Per Person)

Current Alternative
Employer Employer
Liability Liability
Limitation Limitation
{30% Net (No Net
Type of Reduced wWorth Worth
Guarantee Limit) Limit)
50% Guarantee $ .56-5 1.88 $ .18-8 .25
10% Phase-In 11.83- 16.61 2.21- 2.21
10% Phase-In
assuming
Deferred
Termination 29.25~ 46.24 12.82- 17.44
Post-ERISA 2.34- 2.44 .10- .10

Retirees and
Near Retirees
Only 17.73- 38.33 4.37- B.36
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program is fully phased-in). It is estimated that removal

of the net worth limit on employer liability would reduce
premiums still further, to a range of $0.10 to $13-17.

Under these reduced guarantee options, guaranteed benefits

would range from 43 percent to 79 percent. These proportions
are much lower than under the current program where participants
in the same group of plans would be guaranteed approximately

94 percent of their vested benefits.

Changing the program from guaranteeing benefits
at plan termination to providing financial assistance to
ongoing, reorganized plans, or providing such assistance in
combination with reduced termination guarantees would result
in substantially lower costs than the current program. 1In
addition, plan reorganization would provide participants in
reorganized plans with virtually the same benefit security as
under the current program. The level annual premium required
to finance a program consisting only of assistance to reorganized
plans is $2.47 per participant ($.69 if large broad-based
plans are excluded). If reorganization assistance is provided
in combination with reduced guarantees for plans that terminate
without reorganizing, the level annual premium would range
from a low of $.69 to $2.47 uncder the 50 percent and post-ERISA
guarantee options, to a high of $4.33 to $6.90 under the 10
percent per year program phase-in guarantee with deferred
termination, assuming elimination of the current net worth
limitation on employer liability.
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PART I - INTRODUCTION

A. BACKGROUND OF THE REPORT

A PBGC study submitted to Congress on September 29,
1977, 1/ indicates that the premium level needed to finance
the claims against the multiemployer plan insurance system
could be much greater than the current $.50 per participant
premium if a significant portion of those multiemployer
plans experiencing financial difficulties were to terminate.
Equally important, this 1977 study points out that there is
extreme uncertainty about the number of multiemployer plan
terminations that are likely to occur, as well as about the
impact of termination insurance and the other provisions of
ERISA on the incidence of plan terminations, plan creations,
and expansion in plan coverage and benefits. Analysis
conducted as a part of the present study supports these
findings. 2/ Moreover, Title IV's current provisions may
actually accelerate declines in a multiemployer plan's
financial condition and encourage employer withdrawals from
and termination of plans.

In response to these perceived problems, Congress
extended discretionary coverage of multiemployer plan ter-
minations and postponed mandatory coverage of such terminations
until July 1, 1979. Congress also directed PBGC to study
the financial problems relating to mandatory coverage of
multiemployer plans and to report on action which might be
taken to solve these problems. 3/ This paper sets forth
specific problem areas and discusses possible solutions
designed to strengthen the funding of multiemployer plans,
to eliminate incentives to terminate multiemployer plans,
and to protect the financial condition of the multiemployer
plan insurance program, and sets forth a preliminary cost
analysis of those solutions.

1/ See Appendix I.
2/ See Part VIII and Appendix XIV of this report.

3/ Public Law 95-214, 91 Stat. 1501 (1977)
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B. NATURE AND HISTORY OF MULTIEMPLOYER PLANS

The expansion of private retirement plan coverage
during the past three decades has been due in large part to
the development and growth of negotiated multiemployer
plans. 4/ 1In 1950, for example, negotiated multiemployer
retirement plans covered about one million participants or
just under one-tenth of all participants covered by all
types of private retirement plans (10.2 million). 5/ By
1975, about one out of every four participants in private
retirement plans were covered by negotiated multiemployer
plans. 6/

There are now about 2,000 private defined benefit
multiemployer plans, covering nearly eight million partici-
pants. 7/ These plans account for less than three percent of
all plans covered by PBGC termination insurance, but contain
over 20 percent of all participants in covered plans.

Because of their relative size, even a few multiemployer
plan terminations during a given year could have a significant
impact on the guarantee program. 8/

Multiemployer plans, as the term is used herein,
are plans which cover the employees of two or more unaffiliated

4/ Prior to 1947, only a few multiemployer plans existed --
only two percent of all negotiated multiemployer plans in
existence in 1959, for example, were established prior to
1947. Multiemployer Pension Plans Under Collective Bargain-
ing, Spring 1960, Bureau of Labor Statistics, Bulletin No.
1326, 1962, pp. 5, 6.

5/ Ibid., p. 1l; "Employee-Benefit Plans, 1975", Social
Security Bulletin, November 1977, p. 27.

6/ Based on data in "Employee-Benefit Plans, 1975", Ibid.,
and unpublished Department of Labor estimates.

7/ Based on data from PBGC-1 forms for the plan year ending

on or before September 1, 1976.

8/ For a discussion of size and geographic scope of multi-
employer plans, see Appendix II.



-21-~

employers, and which are maintained under one or more
collective bargaining agreements. 9/ These plans typically
reguire all employers who are party to the plan to make
specified contributions to a pooled central fund from which
benefits are provided for eligible employees of all contri-
buting employers. Eligibility for benefits under such plans
is usually based on total employment with all contributing
employers and not solely on employment with one employer.
Thus, such plans provide workers with portability of credited
service among contributing employers. This portability is
essential in industries characterized by irregular employment
(e.g., construction, water transportation, or entertainment)
where few workers would ever remain with one employer long
enough to qualify for a pension. 10/ Thousands of persons are
receiving pensions or will receive them, because of these
special characteristics of multiemployer plans. Sound

public policy should provide for regulation which encourages
the continuation and growth of multiemployer plans.

Multiemployer plans are characteristically adminis-
tered by a joint board of trustees, with employers and
unions having equal representation on the board. 11/

9/ This definition is broader than the ERISA definition of
multiemployer plans; however, it is consistent with the
manner in which multiemployer plans have historically been
defined. See, for example, Multiemployer Pension Plans Under
Collective Bargaining, Spring 1960, op. cit., supra, p.2.

The ERISA definition of a multiemployer plan is discussed in
Part II, infra.

10/ In addition to portability among contributing employers,
inter-plan portability through formal or informal reciprocity
arrangements is not uncommon in the multiemployer area.

See, for example, Maurice E. McDonald, Reciprocity among
Private Multiemployer Pension Plans (Pension Research Council:
University of Pennsylvania, 1975).

1ll/ Section 302(c) of the Labor-Management Relations Act of
1947 prohibits employer payments to benefit funds sponsored
by unions, unless "employees and employers are equally
represented in the administration" of such funds. Excepted
from this prohibition are union sponsored funds established
prior to January 1, 1946 which may be administered solely by
the unions and funds administered solely by employers. 29
U.S.C. §18B6 (1975)
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The joint board of trustees in a multiemployer plan is
usually responsible for determining the types of benefits to
be provided, the eligibility requirements, and the level of
benefits, although in some cases these are set in the collec-
tively bargained agreement. 12/

Employers participating in multiemployer plans are
generally required to contribute at a fixed rate, specified
in the collective bargaining agreement (e.g., X cents per
hour worked, or per unit of production). Traditionally, the
multiemployer plan or the bargaining agreement have limited
the employer's contractual obligation to contribute at the
fixed rate, whether or not the contributions were sufficient
to provide the benefits established by the joint board
or the collectively bargained agreement. However, because
of ERISA's contingent employer liability provisions, the
employer's legal obligation now extends beyond the fixed
contribution rate.

cC. IMPACT OF ERISA

The impact of ERISA's mandatory termination
insurance on multiemployer plans is highly uncertain at this
time. 13/ While the PBGC has estimated the liabilities of
plans iIn financial distress, 14/ the number of terminations
(and consequently the cost to the insurance system) cannot
be projected with any great degree of certainty. Even less
certain is the outlook for terminations and related claims
of plans that are in better financial condition. When the
cost of maintaining the plan becomes high, plan termination
insurance may become attractive in some cases because the
relatively high guarantees and limited employer liability
provide a way to shift the cost of providing benefits to the
termination insurance system. 15/

12/ Multiemployer Pension Plans Under Collective Bargaining,
Spring 1960, op. cit., supra, p.2.

13/ Coverage of multiemployer plans is at PBGC's discretion
until July 1, 1979, at which time coverage becomes mandatory.
ERISA §4082, as amended by Public Law 95-214, 91 Stat. 1501
(1977). See Appendix IX, infra, for a discussion of PBGC
discretionary coverage.

14/ See Appendix I, "Potential Multiemployer Plan Liabilities
under Title IV of ERISA"; Part VIII, "Cost Analysis"; and
Appendix XIV, "Cost Analysis Results."

15/ Employer liability under ERISA is limited to 30 percent
of net worth. See ERISA §§4062, 4064.
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Under the current statutory provisions, mandatory
termination insurance for multiemployer plans would protect
virtually all vested benefits in multiemployer plans, since
the maximum guaranteeable benefit of $1,000 per month at age
65 is well above the average vested benefit level in multi-
employer plans.

There is a statutory limit on the guarantee of
benefit increases within the five years preceding plan
termination. However, such increases become guaranteed
at the rate of 20 percent or $20 per month, per year,
whichever is greater. Because of the $20 minimum, even
substantial benefit increases become fully guaranteed
within a few years.

Since all, or nearly all, of the vested benefits
of participants would be guaranteed upon termination under
the current law, the cost of plan termination to participants
would be greatly reduced. This does not necessarily mean
that participants will have an incentive to bargain for
plan termination merely to take advantage of the insurance
program. 16/ However, the removal of the threat of benefit
losses does make termination a viable option to active
employees in situations in which a high proportion of pension
contributions is being used for the benefits of retirees.

The principal deterrent to plan termination under
the current program is employer liability, which imposes a
direct cost upon employers for termination, and an indirect
cost on active employees since less money will be available
for other labor costs. However, to assure that termination
liabilities do not cause undue business hardship and loss of
jobs, employer liability is limited to 30 percent of net
worth. Because of this net worth limitation, employer
liability may very well be less than the cost of maintaining
the plan in some situations. Since the insurance program
would cover most, if not all, of participants' vested benefits,
it may be to the mutual economic advantage of the employers,
the union, and the active employees to terminate the plan.

16/ When a plan terminates solely to take advantage of
guarantees, no benefit increases in the five years pre-
ceding termination are guaranteed. See ERISA §4022(b) (8).
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Other ERISA rules also may weaken a plan and
result in eventual termination. The withdrawal rules may
discourage large employers from entering multiemployer
plans. The restrictions on benefit reductions contained in
ERISA may cause a financially troubled plan to terminate,
even though the benefits that would be paid if the plan
terminated would be less (because of the guarantee limi-
tations) than the benefits that would be paid if the plan
were permitted to reduce its obligations to avoid termi-
nation.

D. SUMMARY OF CONSIDERATIONS

Since the funds available for termination insurance
are limited, the best protection for participants' benefits
is plan continuation. Therefore, this study contains a
discussion of the following major options to strengthen
multiemployer plans, reduce the incentives to terminate
created by the present program, and control and more equitably
distribute the costs of plan termination:

(1) a revised minimum funding standard that would
ensure contributions to a plan are adequate to make expected
benefit payments;

(2) a requirement that a withdrawing employer,
other than a temporary employer, complete the funding of its
share of plan liabilities, but only its share, in order to:

(a) compensate the plan for the withdrawal
and

(b) diminish the incentive to withdraw from
a plan experiencing financial difficulties;

(3) reorganization of plans in financial diffi-
culty, together with financial aid from the PBGC, to help
restore sound funding and avoid plan terminations; and

(4) equitable premium alternatives that reflect
individual plan exposure and risk of termination to the
extent administratively possible,

The report first addresses possible statutory
changes in the areas of the definition of multiemployer
plans and minimum funding standards.
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The report then discusses a proposed multiemployer
insurance program designed to foster plan continuation,
based on reorganization of plans headed for financial diffi-
culty. Five options for insurance of those plans that
nevertheless terminate are considered, and problems posed by
employer withdrawal and merger or transfer of assets are

discussed.

The report concludes with a discussion of premium
alternatives and a cost analysis.



W
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PART II - MULTIEMPLOYER PLAN DEFINITION

A, INTRODUCTION

The definition of multiemployer plan is of fundamental
importance. It determines whether a plan may take advantage
of special rules for multiemployer plans contained in Titles
I and II of ERISA. It also determines whether a plan is
eligible for mandatory termination insurance coverage under
Title IV before July 1, 1979. Under the rules PBGC is con-
sidering, the definition would take on even greater significance.

B. DEFINITION UNDER CONSIDERATION

Before ERISA was enacted, negotiated plans to
which more than one employer contributed were regarded as
one class of plan, typically referred to as Taft-Hartley
trusts. These plans are established and maintained through
collective bargaining, are administered by a joint board of
trustees consisting of union and management representatives,
utilize a commingled fund, and provide portability among all
contributing employers. 1/

1/ The Labor Department's Bureau of Labor Statistics, in
a 1960 study, used the following definition of a multiemployer
plan:

"A multiemployer pension plan under collective
bargaining...is a pension plan negotiated by a
union covering the employees of two or more
financially unrelated employers. Plans
established and maintained outside of a
collective bargaining relationship (such as
union-sponsored plans), which are wholly
financed by the members and to which employers
are not a party, are excluded."

Multiemployer Pension Plans Under Collective Bargaining,
Spring 1960, Bureau of Labor Statistics, Bulletin No. 1326,
1962, p. 2. For a similar definition, see Securities and
Exchange Commission, Institutional Investor Study Report,
1971, Vvol. 3, p. 985 (924 Cong., lst Sess., House Document
No. 92-64, Part 3).
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The common characteristics of these plans are
often not present in non-negotiated plans to which more than
one employer contributes. Such plans are normally adminis-
tered solely by employers, or an employer trade association.
They do not provide portability. Each employer in a non-
negotiated plan has more "control" than an employer in a
Taft-Hartley plan has. The decision to enter the plan or to
withdraw rests solely with the employer. Often, the employer
is given the option of deciding what benefit levels and
contribution rate will be applicable to it.

ERISA's definition of multiemployer plan 2/
splits collectively bargained plans to which more than
one employer contributes into two classes by requiring two
tests in addition to the traditional characteristics. 1In
order for a plan to be a multiemployer plan under ERISA:

(1) no employer can make 50 percent or more
of the plan contributions for a plan year, 3/ and

2/ ERISA defines "multiemployer plan" as a plan, "(A) to
which more than one employer is required to contribute, (B)
which is maintained pursuant to a collective-bargaining
agreement between employee representatives and more than one
employer, (C) under which the amount of contributions made
under the plan by each employer making such contributions is
less than 50 percent of the aggregate amount of contributions
made under the plan for that plan year by all employers
making such contributions, (D) under which benefits are
payable with respect to each participant without regard to
the cessation of contributions by the employer who employed
that participant except to the extent that such benefits
accrued as a result of service with the employer before such
employer was required to contribute to such plan, and (E)
which satisfies such other requirements as the Secretary of
Labor may by regulation prescribe." TI.R.C. §414(f), ERISA
§1015. See also ERISA §§3(37); 4001 (a) (3).

3/ This percentage test becomes a 75 percent test once

the plan qualifies as a multiemployer plan, but will revert
to a 50 percent contribution test if any employer contributes
75 percent or more during a plan year. I.R.C. §414(f) (2) (p),
ERISA §1015; ERISA §3(37)(B) (i).
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(2) the plan must provide benefits to plan
participants regardless of whether their employer ceases
contributions to the plan, except that the plan may dis-
regard benefits accrued as a result of service with the
employer prior to the employer's entry into the plan. 4/
These will be referred to, respectively, as the "50-75
percent contribution test" and the "shared liability test".

The 50-75 percent contribution test and the shared
liability test create two major problems. First, not all
plans that share the same basic characteristics are con-
sidered multiemployer plans under ERISA. 5/ Second, plans
could move in and out of multiemployer plan status from year
to year. Thus, potential termination claims under Title IV
might shift back and forth between the non-multiemployer
plan fund and the multiemployer plan fund. This would
occur, for example, when a plan satisfies all the requirements
of the multiemployer plan definition except that it fails to
meet the 50-75 percent contribution test in any plan year.
Also, if a plan reduces benefits in excess of that permitted
by the shared liability test, it might not be considered a
multiemployer plan. These problems are significant because
of the special rules that apply only to multiemployer plans
and because of potential differences under Title IV between
the multiemployer and non-multiemployer programs.

The PBGC is considering modification of the
statutory definition of multiemployer plan by deletion of
the shared liability test and the 50-75 percent contribution

4/ The ERISA minimum vesting and accrual standards require
plans to which more than one employer contributes to honor
participants' benefit entitlements, regardless of employer
withdrawals. The provision for a limited disregard of
accrued benefits by multiemployer plans is, in effect, an
exception to ERISA's nonforfeitability rules.

5/ In fact, the 50-75 percent contribution test may result
in two plans with identical plan provisions being treated
dissimilarly.
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test. 6/ The resulting definition would treat all collectively
bargained plans to which more than one employer contributes
as multiemployer plans. 7/

1. The Shared Liability Test

If the shared liability test were eliminated from
the definition, a negotiated plan to which more than one
employer contributes would not become part of the multi-
employer or non-multiemployer program merely because with-
drawal provisions differ.

2. The 50-75 Percent Contribution Test

A review of ERISA's legislative history reveals
that the 50-75 percent contribution test was intended
to exclude those plans whose existence might depend on
the continuance or economic fortunes of one employer. 8/
The share of contributions attributable to one employer is
only one factor in determining to what extent a plan's
fortunes depend on the financial health of one employer,
however. Other factors--such as the number of employers and
the makeup of their work force--can have as much impact.
Furthermore, the ability of some plans to continue may
depend on the continued participation of an employer that
contributes as little as 10 percent of total contributions.

Two options for resolving this problem are to
reduce the 50-75 percent contribution test to one that truly
excludes those plans whose existence may be tied to one
employer or to eliminate any percentage contribution requirement.

6/ The substantive rule of §414(f) (1) (D)of the Internal
Revenue Code, which allows a multiemployer plan to disregard
"past service benefits", would be retained as an exception
to the minimum vesting and accrual requirements of ERISA.

The PBGC is considering a special rule for certain
multiemployer plans that would enable such plans to segregate
assets and liabilities within the trust upon an employer with-
drawal and to limit liabilities to the segregated fund.

See Appendix XII, "Limitation of Plan Liabilities Through A
Spin-off Upon An Employer Withdrawal."

7/ In addition, the Secretary of Labor would retain its
authority to prescribe additional requirements that a multi-
employer plan must satisfy.

8/ See, e.g., H. Rep. No. 93-533, 93d Cong., lst. Sess. 10
(1974); S. Rep. No. 93-127, 93d Cong., lst Sess. 16 (1973).
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This change in the definition of multiemployer plan would
prevent shifting of potential termination claims between the
non-multiemployer plan fund and the multiemployer plan

fund. 9/ The plans in each program could be identified
with more certainty. Thus, PBGC would be better able to
estimate multiemployer program costs and to prescribe
premium rates, and the parties would be better advised of
their statutory rights and duties.

The PBGC is focusing its study on elimination of
the percentage contribution requirement. 10/ If the percen-
tage were reduced, the provisions of the multiemployer
program still would be inapplicable to a number of plans
that share characteristics common to all multiemployer
plans. Furthermore, retaining a distinction based upon the
percentage of contributions would unavoidably result in some
plans moving in or out of coverage under the multiemployer
plan program, since contributions invariably fluctuate.
Thus, the administrative problems under the present law
would still remain, as would the uncertainty in the appli-
cation of other ERISA provisions giving different treatment
to multiemployer plans, e.g., the funding rules, 11/ the

9/ We are assuming that a multiemployer plan could become
a multiple employer plan (i.e., a plan to which more than
one employer contributes but which does not meet the
multiemployer plan tests) under the current statute if it
adopted a provision not permitted by §414(f) (1) (D) of

the Internal Revenue Code. Even though such an amendment
might not comply with ERISA's vesting requirements, the
plan could be covered under Title IV. See ERISA §§4021,
4022, At termination, benefits arguably would be subject
to the guarantees that apply to non-multiemployer plans
instead of the multiemployer program guarantees. This
possibility could be avoided if the multiemployer plan
definition were modified as discussed.

10/ see Appendix III, infra, for a discussion of consider-
ations involved if a percentage contribution test is retained
in the statute.

11/ I.R.C. §412, ERISA §1013(a); ERISA §302.
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benefit cutback, 12/ and the rules regarding amendments
reducing accrued benefits. 13/

The primary drawback to the elimination of the 50-
75 percent contribution test would be that plans could still
switch from the multiemployer to the non-multiemployer
program. For example, an employer or union could bring an
employer into a plan to contribute two percent of the plan
contributions. What was previously a single employer plan
would then be a multiemployer plan. This course of action
might be attempted in cases where multiemployer plan status
is more attractive; however, Department of Labor regulations
requiring that a multiemployer plan be established for a
substantial business purpose would presumably prevent such
action. 14/ The factors demonstrating such a purpose include,
among others, the number of employers participating in the
plan and the extent of coverage of a trade, craft, or
industry. If necessary, the Secretary of Labor could, under

12/ I.R.C. §414(f) (1) (D), ERISA §1015; ERISA §3(37) (&) (iv).
If the plan fails to satisfy the percentage test for a plan
year, the plan would fail to be a multiemployer plan for

the entire plan year. If employer withdrawals occurred during
the plan year and benefits were reduced in accordance with
I.R.C. §414(f) (1) (D), the reductions would violate the minimum
vesting standards, even though such reduction might have
occurred at a time when the plan could not possibly know

that it was not a multiemployer plan.

13/ I.R.C. §412(c)(8), ERISA §1013(c) (8); ERISA §302(c) (8).

14/ 29 C.F.R. §2510.3-37(1977). The requirement applies to
plans established on or after September 2, 1974 and is applicable
for Title IV purposes by reason of §414(f) (1) (E) of the

Internal Revenue Code. See Proposed Treas. Reg. §1.414(f)-1,

40 Fed. Reg. 43034 (Sept. 18, 1975).
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present law, prescribe additional requirements to control
potential abuse and to implement Congressional intent. 15/

cC. MULTIPLE EMPLOYER PLANS

Under the definition of a multiemployer plan
considered above there still would be at least one group of
plans classified as multiple employer plans. This category
would include all non-collectively bargained plans to which
more than one employer contributes. These plans would be
governed by and covered under the non-multiemployer program.

Additional study must be given to the extent to
which aspects of the multiemployer program should be applied
to multiple employer plans and to what new statutory
provisions might be necessary for multiple employer plans.

15/ "Additional requirements relating to multiemployer
plans may be prescribed in Department of Labor regulations.
The conferees intend that a plan not be classified as a
multiemployer plan unless it is a collectively bargained
plan to which a substantial number of unaffiliated employers
are required to contribute. Also, a plan is not to be
classified as a multiemployer plan where there is no sub-
stantial business purpose in having a multiemployer plan
(except to obtain the advantages of multiemployer plan
status under this bill)." H.Rep. No. 93-~1280, 934 Cong., 2d
Sess. 265 (1974).
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PART III - MINIMUM FUNDING STANDARDS

A. INTRODUCTION

The new minimum funding standards of ERISA were
intended to ensure that "plans will accumulate sufficient
funds to pay their pension obligations when they fall
due." 1/ It now appears that the minimum funding require-
ments may not provide adequate safeguards to ensure that
multiemployer plans will be able to meet their pension
obligations.

A major factor leading to declines in a plan's
financial status is inflation, which has created pressure
for plans to increase benefits for those at or near retire-
ment by granting retroactive benefit increases so that
adequate income would be provided during retirement. Such
benefit increases result in significant increases in unfunded
liabilities. Since the cost of retroactive benefit increases
can be amortized over 40 years under the current statute, in
many instances the benefits will be paid out before the
amortization is completed. Thus, allowing benefit costs to
be amortized over 40 years understates the inherently high
cost of pensions in an inflationary environment. In many
cases, that cost has not been fully perceived or has been
perceived only after the plan begins experiencing financial
difficulties.

Employers and unions need to take a more realistic
view of potential pension costs in establishing benefit
promises and funding obligations. Strengthening the minimum
funding standards under ERISA can help accomplish this goal.
Any change in the current standards, however, must find a
"middle ground" so that healthy plans are not unduly burdened,
marginally funded plans are still able to provide adequate
pensions, and poorly funded plans have the chance to recover
under carefully monitored conditions.

1/ 120 Cong. Rec. 29199 (1974) (Statement by the
Hon. Al Ullman).
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The following sections describe the current
funding standards, problems with these standards, and
possible changes in the standards applicable to multi-
employer plans to deal with these problems.

B. DESCRIPTION OF CURRENT MINIMUM FUNDING STANDARDS

The minimum funding requirements apply to all
private-sector defined benefit pension plans, whether or not
tax qualified, with certain exceptions such as deferred
compensation plans maintained for a select group of manage-
ment or highly paid employees. 2/

Generally, the minimum funding standards require
that the contributions to a plan each year be adeguate
to pay for benefits accrued in that year plus an amount
sufficient to amortize unfunded liabilities over specified
periods of time. 3/ The amortization periods for different
types of liabilities are shown in Table 1.

TABLE 1
Amortization Periods under ERISA
Minimum Funding Standards

Single Employer | Multiemployer
Sources of Unfunded Liabilities Plans Plans

Initial unfunded liability

Plans in existence on 1/1/74 40 years 40 years
Plans created after 1/1/74 30 years 40 years
Amendments 30 years 40 years
Actuarial gains or losses 15 years 20 years

Note: Extensions of the amortization period (not exceeding
10 years) may be granted by the Secretary of Labor.

2/ ERISA §302; I.R.C. §412. Plans funded solely through
individual, level-premium insurance contracts are generally
not subject to the minimum funding standards if (1) all
benefits provided by the plan are provided by insurance
contracts, (2) all premiums have been paid to date, and (3)
there are no outstanding loans or obligations. ERISA §301.

3/ ERISA §302(b)(2); I.R.C. §412(b). The actuarial methods
and assumptions used to determine minimum funding requirements
must be reasonable in the aggregate and must reflect the
actuary's best estimate of anticipated experience under the
plan. Also, the value of plan assets must be determined on

a basis which takes fair market value into account. ERISA
§302(c); I.R.C. §412(c).
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An excise tax may be imposed in any plan year in
which there is a funding deficiency, i.e., the contributions
to the plan, plus earnings, do not satisfy the minimum funding
standards. 4/

The minimum funding standards also place a maximum
limit on the amount of contributions that can be deducted
from taxable income. This standard is the "full funding
limitation". The maximum deductible contribution is the
difference between the present value of benefits already
accrued under the plan and assets valued at full fair market
value. 5/

Under ERISA there are three general exceptions
from the prescribed funding requirements: (1) an extension
of the amortization period (not to exceed ten years) if that
would "carry out the purposes" of ERISA, 6/ (2) a waiver of
the funding standard for substantial business hardship, 7/
and (3) a special funding rule which applies only to collec-
tively bargained plans. 8/ The first two are variances,
which may be granted at the discretion of the Secretary of
the Treasury or the Secretary of Labor. They apply to both
non-multiemployer and multiemployer defined benefit plans.
The variances are intended to provide relief in a situation
where financial difficulties might force the abandonment of
a plan if relief is not granted.

4/ The initial tax is five percent of the funding deficiency.
If the deficiency is not corrected within 90 days after
notice from the Internal Revenue Service, a further tax of

100 percent of the funding deficiency may be imposed. ERISA
§1013(b), I.R.C. §4971.

5/ See ERISA §302(c)(7); I.R.C. §412(c)(7); and I.R.C.
§4047a) (1).

6/ ERISA §304; I.R.C. §4l1l2(e).

7/ ERISA §303; I.R.C. §412(d). No more than five waivers
may be granted to a plan within a consecutive l15-year period.

8/ ERISA §1013(d); Treas. Reg. §11.412(c), 42 Fed. Reg.
39382 (Aug. 4, 1977).



-36-

The special funding rule allows a collectively
bargained plan to use the "shortfall" method of funding.
Under this method, a plan may base its contributions on a
rate for each unit of work (e.g., hour, ton of product) by
an employer's employees. This is the traditional method by
which most multiemployer plans are funded. The total contri-
bution required under the minimum funding standard for a
contract period is divided by the total expected work units
to derive a required contribution rate for each unit of
expected work. When the actual work units are fewer than
the estimated units, a "shortfall loss" occurs for purposes
of the funding standard account. When actual work units are
greater than the estimated units, a "shortfall gain" occurs.

Because the contribution rate used for purposes of
the funding standard account calculations may be less than
the negotiated rate, it is possible for a plan to show a
"shortfall loss" even though total contributions were in
excess of the contribution required under the minimum funding
standards. 9/ Conversely, if the difference between the
negotiated rate and the required contribution rate (i.e.,
unit rate) would not offset the difference between actual
and estimated contributions, there would be a funding
deficiency if the shortfall method were not used. This funding

9/ Treas. Reg. §11.412(c) (1)-2(b), 42 Fed. Reg. 39382

(Aug. 4, 1977). For example, suppose that a multiemployer
plan estimated one million hours of service for a plan year
and estimated that its funding standard account would have

to be charged with a minimum of $1,000,000. The estimated
unit rate would be $1.00 (although the rate in the bargaining
contract were different, e.g., $1.60). Assume that actual
hours of service during the year were 800,000. A shortfall
would result, even though actual contributions exceed the
minimum funding standard.

1. ERISA minimum without regard $1,000,000
to shortfall
2. Estimated hours of service 1,000,000
3. Estimated unit charge (1-2) $1.00
4, Actual hours of service 800,000
5. Charge to Funding Standard
Account (3X4) $ 800,000
6. Shortfall (1-5) $ 200,000
7. Actual contributions

($1.60 X 800,000) $1,280,000
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deficiency could continue to increase, if the contribution
base is declining, since shortfalls are aggregated and
amortized over a l5-year period beginning not later than
five years after the shortfall occurs. 10/

C. PROBLEMS WITH CURRENT FUNDING STANDARDS

The current funding standards are designed to
ensure that plans are funded on a basis that will enable
them to meet their benefit commitments. However, the
current standards are not adequate to assure sound funding
in many cases because of the length of amortization period,
the effects of continued shortfall losses, and the lack of a
contribution requirement related to the adequacy of a
plan's current assets to meet emerging liabilities.

1. Length of Amortization Period

The current funding standards for multiemployer
plans assume that, as long as unfunded liabilities created by
granting benefits for service before the plan provision
takes effect are being amortized over a period not exceeding
40 years, the plan is on a sound funding course. The period
over which unfunded liabilities in a plan should be amor-
tized in order to ensure funding soundness, however, varies
from plan to plan depending upon (1) the age-benefit com-
position of the plan participants, (2) the proportion of
unfunded liabilities being amortized to total plan liabilities,
and (3) whether the plan contribution base is stable, growing,
or declining.

Although there are many unknowns related to the
selection of amortization periods, those allowed by the
current minimum funding standards have serious drawbacks
when applied to today's multiemployer plans for the following
reasons:

10/ Treas. Reg. §11.412(c)(1)-2(g), 42 Fed. Reg. 39382

(Aug. 4, 1977). The five year delay allows the parties to
delay, until the next round of collective bargaining, negoti-
ation of the increases in contributions required to amortize
a shortfall. 1In effect, the aggregate shortfall is treated
the same as experience gains and losses. ERISA §302; H.R.
Rep. No. 93-1280, 934 Cong., 2d Sess. 285 (1974).
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(1) The decline in the contribution base experi-
enced by certain multiemployer plans due either to industry
decline or to employer withdrawals has left these plans with
an unusually, and increasingly, high proportion of retirees.
For some plans, 40-year, 30-year, or even 20-year funding
costs are less than the contributions needed to meet annual
benefit payments.

(2) The rate of inflation today and in the fore-
seeable future will continue the pressure for significant
retroactive benefit improvements which will increase unfunded
liabilities.

(3) Apparently healthy plans now funding past
service liabilities over 40 years could face severe financial
difficulties in the event of short-term economic declines
that reduce the contribution base. A decline in covered
employment generally results in lower contributions but does
not reduce the plan's obligation to pay unfunded benefits
created by prior retroactive increases.,.

2. Shortfall Method

Congress, when considering ERISA's funding rules,
was aware that employers supporting pension plans pursuant
to collective bargaining agreements have traditionally made
contributions based upon contribution rates agreed to in
collective bargaining and fixed for the duration of the
collective bargaining agreement. 11/ If Congress had not
allowed rules permitting multiemployer plans to continue
using the shortfall funding method, the minimum funding
requirements of ERISA would create difficulties for col-
lective bargaining. Re-opening negotiations to cover a
funding deficiency would be required or the substantial
excise tax for not meeting minimum funding standards would
be imposed. 12/

On the other hand, plan participants and the ter-
mination insurance program may be adversely affected if
shortfall losses that are large enough to create what would

11/ Ssen Rep. No. 93-383, 934 Cong., lst Sess. 66, 67 (1973).

12/ Ssee footnote 4, supra.
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be a funding deficiency in the absence of the shortfall
funding method occur much more frequently and in larger
amounts than shortfall gains. 13/ For example, if an already
poorly-funded plan, particularly one in a declining industry,
experiences recurrent shortfall losses the plan may become
insolvent. Another basic problem is that the shortfall
funding method allows a plan to increase benefits even

though the plan's funding deficiency continues to mount.

3. Minimum Contribution Requirement

The current funding standards do not prescribe a
minimum contribution requirement that takes into account the
rate at which a plan will pay out its liabilities.

For example, a plan which has a high proportion of
retirees and a low level of plan funding, due to the 40-year
amortization period, could have difficulty meeting its
benefit commitments, yet at the same time it could still be
meeting the minimum funding standards. 14/ The same is true
where unfunded benefits will be paid out over a period that
is shorter than the amortization period.

D. ALTERNATIVES
1. General
PBGC has considered three possible changes to

ensure sound funding of multiemployer pension plans. 15/
They are:

lé/ A major area of concern over use of the shortfall method
is the difficulty of estimating production units in a manner
that will avoid shortfalls. During periods of industry de-
clines, plan trustees and actuaries have tended, at times
because of the absence of better information, to assume that
production and employment levels will remain constant.

14/ For example, assume that Plan A has one participant age
65, who is retired and receiving a monthly pension of $500
the total present value of which is $48,000, and that plan
assets are currently $6,000. The unfunded liability of
$42,000 can be amortized over 40 years at a level annual
contribution of about $2,300. Within two years this plan
will be insolvent. It would have been required to pay $12,000
over two years, but would only have $8,300 ($6,000 + $2,300)
available to make the required payments.

15/ Rules to implement the alternatives appear in Appendix
Iv.
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(1) a reduction of the amortization period from
40 to 30 years for new multiemployer plans and benefit
increases in existing plans,

(2) a limit on benefit increases when accumulated
shortfalls create a large deficiency in the funding standard
account, and

(3) a minimum reguired contribution to assure
that a plan's cash flow is adequate to meet its benefit
commitments.

PBGC is aware that, in some instances, ERISA has
required substantial increases in contributions. Because of
the inequities of imposing one burden on top of another, the
PBGC is considering a delay in the effective date of any
proposed change in the funding requirements. In addition,
to avoid an adverse impact on current plan costs, the options
under consideration would apply prospectively. Except in
some extreme cases, they would not require increases to fund
existing benefit levels, but would require sounder funding
of future benefit increases.

Experience with multiemployer plan funding practices
since ERISA is minimal and, hence, more radical changes in
the funding standards could not be justified at this time.
If future experience shows that the funding standards do not
result generally in adequate funding for all plans, however,
significantly stricter funding standards would be considered.

Those changes that are discussed herein were
designed to achieve the following objectives:

(1) to prevent today's financially troubled plans
from deteriorating further, without increasing their funding
requirements unreasonably,

(2) to reduce the risk of any healthy or marginal
plan becoming insolvent due to unrealistic funding standards, and

(3) to strengthen the funding standards without res-
tricting future benefit improvements in sound plans.

2. Changes in the Minimum Funding Standards

a. Amortization Period

One change under consideration would be to
apply to multiemployer plans the amortization period standards
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applicable to non-multiemployer plans. 16/ This change
would have no immediate effect on the amortization of
benefits already accrued under existing plans, but instead
would apply only to new plans, future benefit increases, and
future gains and losses. The increase in contributions
required by a shortening of the amortization periods would
have no effect on plans until benefit increases are imple-
mented creating new unfunded past service liabilities.

Assuming that plans, on the average, increase
benefits at a rate similar to the consumer price index (CPI)
increases, Table 2 below summarizes the impact of requiring
30-year funding, at minimum, of unfunded past service
liabilities, for plans currently amortizing past service
liabilities over 40 years.

TABLE 2
Impact of 30-year Funding of Unfunded Past Service Liabilities
for Plans Currently Using 40-year Amortization

Plans Failing

Benefit Increase Termination Screens All Plans
1. Increase in total

contributions after

lst benefit increase 2.77% 2.43%
2. Increase in total

contributions after

2nd benefit increase 8.15% 7.16%
3. Increase in total

contributions after

3rd benefit increase 13.5% 11.85%

Note: Plans failing the termination screens are
those plans identified as possible termin-
ations in the near future, i.e., within 10
years.

16/ The amortization periods are set out in Table 1, supra.
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While beneficial over the long term, this change
is not unreasonably expensive. The difference between a 30-
year and a 40-year amortization payment results in approxi-
mately a ten percent increase in required contributions for
future benefit increases. Table 3 below shows the relative
cost for various amortization periods.

TABLE 3
Annual Cost to Amortize $1000

Years Funding Cost
40 $ 56
30 62
20 76
15 92
10 123

based on an assumed interest rate of 5%

Because the increase in contributions required by the change
in amortization period applies only to a portion of the

total plan costs, the overall funding costs would not increase
substantially unless a plan were to institute very large
retroactive benefit improvements. Those plans that find the
cost increase for benefits prohibitive would still have the
option of requesting an extension of the amortization

period from the Secretary of Labor.

b. Shortfall Method

A shortfall funding method is needed to
avoid disruptive effects on collectively bargained plans.
Therefore, any change in this area would seek to prevent
plan insolvencies, not to eliminate the use of the shortfall
method. PBGC is considering whether benefit improvements
should be restricted or conditioned in some way when the
plan would have a large funding deficiency if the shortfall
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method were not permitted. A funding deficiency could be

considered excessive, for example, whenever it exceeds ten
percent of the total minimum contributions required in the
preceding five years. 17/

There are several ways that benefit improve-
ments could be restricted. One way is to prohibit future benefit
improvements while a plan is experiencing an excessive
funding deficiency. This approach is severe in that it
requires plan participants to forego all benefit improvements
until the funding deficiency test is no longer triggered.
While it will achieve the desired objective of stabilizing
or improving the plan's funding status, it penalizes active
participants and may make the plan less attractive to
employees of potential new entrants.

A more moderate approach is to permit benefit
improvements, but to require more rapid funding of these
improvements than otherwise would be required under the
minimum funding requirements. By allowing a simultaneous
adjustment of benefit improvements and contributions, this
approach would give plans more flexibility to meet expec-
tations of participants than the first approach. The second
approach, because it would not necessarily stabilize or
improve a plan's funding status may require a stricter
funding deficiency test.

A third approach is to give plans full dis-
cretion to adjust benefit improvement and contributions as
long as an actuary certifies, consistent with regulations,
that the contribution rate will remove the excess funding
deficiency over a short period of time, e.g., five years.
This approach would avoid imposing restrictions on plans
that trigger the funding deficiency test because of a

17/ Under this illustrative definition of excessive funding
deficiency, a plan would not be required to restrict future
benefit improvements as long as the plan is funding over a
shorter period than required under the minimum funding standard
or the estimates regarding the contribution base are reasonable
and adequately reflect the prospects for business activity by
plan sponsors. Even plans funding over the maximum period

that experience significant short-term shortfalls that would
create a large funding deficiency (up to 50 percent in one
year) will be able to increase benefits, without restriction,
as long as contributions in the other years immediately
preceding the shortfall would not themselves have created

large funding deficiencies.
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temporary aberration. Like the second approach, it would
allow plans flexibility in balancing benefit improvements
and contribution requirements when the funding deficiency
test is triggered. This approach, however, could result in
better control of plan funding than the second approach.

c. Minimum Contribution Reguirement (MCR)

Since even the 30-year period for amortizing
unfunded benefits might be too long to ensure that some
plans will be able to provide promised benefits, PBGC is
considering the addition of a minimum funding standard under
which the minimum contribution for a plan year (including
normal cost) must be at least a specified percentage of
unfunded vested benefits. 18/

This minimum contribution requirement (MCR) would
(1) prevent plans which are already "overloaded" with past
service costs from funding new past service liabilities over
unreasonably long periods of time and (2) require some plans
in severe financial difficulty to raise contributions. This
in turn should help to prevent plans from experiencing
future cash flow problems. The MCR would not limit increases
in future service benefits. In fact, because the portion of
contributions funding normal cost, as well as the portion
funding past service liabilities, would be used to determine
whether the MCR is met, one way of meeting the MCR would be
to increase the accrual rate and thereby the funding for
future service.

18/ The initial percentage of unfunded vested liabilities
that a plan would be required to contribute would be based
on the amount required to begin amortizing those liabilities
over a 20-year period, at the plan's assumed valuation
interest rate. A higher percentage, based on a l5-year
amortization period would take effect three years later or
after the next collective bargaining agreement, if later.
The 15-year amortization period should minimize the pro-
bability of plans developing cash flow problems. Using the
plan's assumed interest valuation rate for determining the
minimum contribution requirement would avoid unfairly
penalizing or rewarding plans based on their interest rate
assumptions. Otherwise, a plan using more conservative
interest assumptions with their correspondingly higher
valuation of unfunded vested benefits would be penalized.
The delay and the phase-in from 20-year amortization would
alleviate the cost burden of the MCR.
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An analysis of the effect of the minimum con-
tribution requirement under study by PBGC shows the follow-
ing impact on a sample of multiemployer plans.

(1) 1Initial Impact:

Of the sample plans, 5.5 percent would be affected.
Of the affected plans over 81 percent are ones which fail
the plan termination screens over the next ten years. 19/ This
is based on the assumption of 40-year amortization of past
service liabilities.

(2) Subsequent Impact:

An additional 7.5 percent of the sample plans
would be affected within five years, but only because of an
amendment increasing benefits. Over 75 percent of these
plans failed the plan termination screens over the ten-year
period.

The statistics of affected plans is shown in
Table 4 below.

TABLF 4
Statistics of Multiemployer Plans Affected by
Minimum Contribution Reguirement

1. average contribution increase regquirement

(range .001% to 21%) 9%
2. average ratio of assets to vested

benefits (Benefit Security Ratio) 30%
3. average ratio of inactive to total

plan participants 41.2%
4. average ratio of annual benefit

payments to contributions 120%
5. average ratio of normal cost to

total plan contribution 24.4%

The minimum contribution requirement would work in
tandem with the withdrawal and reorganization proposals,
discussed later in the study, to improve plan funding. The
relation between these proposals is indirect but complementary.

19/ These are plans identified as possible terminations in
the near future, i.e., within 10 years. The termination
screens are more fully discussed in Part VIII.
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For example, the MCR may cause a plan to improve its funding
and cash flow prospects to the extent that plan reorgani-
zation becomes unnecessary. On the other hand, a plan in
reorganization or experiencing substantial employer with-
drawals may have its contributions increased by the MCR, and
thereby move back to a financially sound status.

Most plans that are not already subject to re-
organization should not be affected initially by the pro-
posed MCR. 20/ To result in a greater amount than required
under the present minimum funding standard, a plan's vested
liabilities would have to represent a high proportion of
accrued liabilities, and normal costs would have to be low
in relation to the 30-year amortization cost of initial past
service liabilities. 21/ Thus, the only plans affected by
the MCR would be those with large unfunded liabilities and a
high proportion of retirees and nonretired participants near
retirement age. Such plans, if not already experiencing
cash flow problems, are headed for cash flow problems which
will not be solved by 30-year amortization of unfunded
accrued liabilities.

20/ The minimum contribution required under a 30-year
amortization of increases in the total accrued past service
liabilities should exceed the amount necessary to begin 20-
year or l5-year amortization of unfunded vested liabilities.
For example, in a plan with a five percent valuation interest
rate, the proposed 30-year amortization of increases in past
service liabilities would result in contributions equal to

at least six percent of initial unfunded accrued (vested and
nonvested) liabilities plus normal costs.

21/ For example, assuming five percent interest, even if
normal costs represent only 20 percent of the minimum con-
tribution required to amortize increases in total accrued
past service liabilities over 30 years and, if present
unfunded vested liabilities are less than 85 percent of
initially unfunded accrued liabilities, the MCR will not
increase plan costs.



-47-

For a plan whose MCR is initially greater than the
minimum otherwise required, in the absence of any plan
changes the resulting contributions required would decrease
from year to year until the MCR gives way to the regular
minimum funding standard. For plans not initially affected
by the MCR, it is likely that the MCR would come into play
only in the event of an amendment increasing benefits for
past service. However, if such amendment provided for a
gradual past service increase (e.g., if the increase in past
service benefits for active participants occurred evenly
over their future working periods), the MCR might not be
triggered. 22/

The MCR would help prevent plans from reaching the
point where further financial deterioration could result in
imminent benefit losses by:

(1) increasing contributions well in advance of
any potential cash flow problems so as to avoid or mitigate
them,

(2) 1increasing plan assets so the plan will not
be as vulnerable to short-term economic declines or to
interruptions in contributions, e.g., because of strikes,
and

(3) encouraging more funding discipline in
granting benefit increases for past service, especially when
a plan's contribution base is declining.

3. Other Options

In the event that multiemployer plans do not
improve funding practices, major revisions to strengthen
funding standards may need to be made. Other options iden-
tified during this study are set forth in Appendix V.

22/ Even if a plan that would not be affected initially by
the MCR had a large group of nonvested participants who
became vested, it is unlikely that the MCR would increase
the plan's required contributions, since a large group of
actives also will mean greater normal costs and the present
value of vested accrued benefits ordinarily increases
gradually.
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PART IV - DESIGN OF MULTIEMPLOYER INSURANCE

A. INTRODUCTION
1. General

The growth and continuance of private pension
plans and the security of workers' pension benefits are
among the primary objectives of ERISA. The objectives of
promoting the growth and continuance of plans, and benefit
security, may appear to be similar objectives but can, in
fact, be competing. Promotion of plan growth and continuance
will generally result in benefit security since, as long as
the plan continues, participants will normally be assured of
receiving their benefits. 1/ On the other hand, other
attempts to promote benefit security could be counter-
productive by increasing costs to such an extent that plan
formation, growth, or continuance is discouraged. 2/

Benefit security is achieved primarily through the
minimum vesting standards, the minimum funding standards,
and termination insurance. The minimum vesting requirements
ensure that employees with substantial service have a
nonforfeitable right to their pensions. The funding
standards attempt to ensure that in an ongoing plan adequate
funds are being set aside to meet benefit obligations as
they fall due. However, since the funding standards do not
require that a plan be fully funded, there may be insufficient
funds to provide all promised benefits in the event of plan
termination. The termination insurance system attempts to
fill the gap by guaranteeing certain unfunded benefits. The

1/ ERISA permits multiemployer plans to reduce benefits upon
withdrawal by an employer to the extent that benefits relate
to service with the employer before it entered the plan.
ERISA also permits plans to disregard up to three years of
benefit accruals, subject to the approval of the Secretary
of Labor, if a plan is experiencing financial hardship.

2/ Very strict funding standards, such as full or 1l0-year
funding, for example, would greatly enhance benefit security
but, because of the high cost, could make pension plan
formation or continuance too expensive.
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guarantee is funded with (1) employer liability assessments
collected from the terminated plan's employer-sponsors

and (2) insurance funds to the extent that employer
liability is insufficient to pay all guaranteed benefits. 3/

Termination insurance, however, could have
disruptive effects on plan growth and continuance and, thus,
could ultimately jeopardize rather than enhance benefit
security. Specifically, termination insurance with high
guarantees can have the effect of reducing the cost to parti-
cipants, the union, and possibly even employers of terminating
a pension plan by protecting plan participants against
large losses of accrued pension benefits. Without adeguate
controls, high guarantees could remove much of the disincen-
tive to terminate a plan and may, in fact, make termination more
economically attractive than plan continuation. With high
guarantees, a high incidence of covered termination claims
would require high insurance premiums. This also could
make private pension plans less desirable to workers,
unions, and employers because a higher proportion of pension
contributions would be shifted from providing benefits
to payving premiums.

The design to a multiemployer insurance
program should, to the maximum extent possible, balance
concern for individual benefit security with concern
for plan growth and continuance. The design of the
multiemployer termination insurance program under
ERISA clearly meets the objective of providing workers
with benefit security. It protects virtually all vested
benefits in multiemployer plans, since the maximum
guaranteeable benefit is well above the average vested

3/ Because the level of termination claims for multiemployer
plans is highly uncertain and could exceed the level that
could be provided by the current premiums, termination
insurance for such plans was at the discretion of the PBGC
until January 1, 1978 under ERISA §4082. Congress extended
the discretionary period until July 1, 1979 and requested
PBGC to study the impact of mandatory coverage on the program.
ERISA §4082, as amended by Public Law 95-214, 91 Stat. 1501
(1977). See Appendix IX, infra, for a discussion of
discretionary coverage.
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benefit level in multiemployer plans, 4/ and the statutory

limit on the guarantee of benefit increases made within the

five years preceding plan termination guarantees such increases
at the rate of 20 percent or $20 per month, per year, whichever
is greater. 5/ Because of the $20 minimum, even substantial
benefit increases become fully guaranteed within a few years. 6/

4/ The maximum guaranteeable amount is currently over $1,000

per month at age 65. The average vested benefit and the average
benefit in pay status in a sample of multiemployer plans analyzed
by PBGC is about $175 and $200 per month, respectively. See
ERISA §4022(b) (3)for the formula used to compute the maximum
guaranteeable benefit.

5/ ERISA §4022(b) (8). The phase-in rules protect the
insurance program from having to insure large benefit
increases adopted shortly before plan termination,

but provide workers with coverage for small benefit
increases. They also help achieve parity between salaried
and hourly plans, since in salaried plans benefit increases
generally occur as a result of salary increases not as a
result of amendments subject to phase-in.

6/ For example, assume a plan increases its monthly benefit
rate from $10 per year of service to $13 effective January 1,
1978. As the following illustration shows, this increase
would be 100 percent guaranteed after two years for a
participant with 10 years of service as of the effective
date of the increase. For a participant with 20 years of
service as of the effective date of the increase, nearly

all of the increase would be guaranteed after three years,
and 100 percent would be guaranteed after four years.

Service as of Effective Date of Benefit Increase
Januarv 1, 1978

10 Years 20 Years
Year Accrued Ben./Guar.Benefit Accrued Ben./Guar.Benefit
1/1/79 $143 $130 $273 $230
1/1/80 156 156 286 260
1/1/81 169 169 299 290
1/1/82 182 182 312 312

(Note that, as years of service increase, the benefit not
subject to phase-in, i.e., $10 x years of service, also
increases.)
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Since all, or nearly all, of the vested benefits
of participants would be guaranteed upon termination under
the law as currently written, the threat of benefit losses
has been greatly reduced and termination becomes a viable
option to active employees in situations in which a high
proportion of pension contributions is being used for the
benefits of retirees.

The principal deterrent to plan termination under
the current program is employer liability. However, that
liability is limited to 30 percent of the employer's net
worth, and may not be an effective deterrent if the
liability is less than the cost of maintaining the plan.
When this occurs, the employers and the active employees
may have an economic incentive to terminate the plan in
order to shift the funding obligation onto the premium
system. Retirees and other participants would be protected
against losses in benefits; active employees may gain
economically through higher wages or the establishment
of an "actives only" plan providing the same or higher
benefits at a lower cost. 7/

A basic premise of the current program was that
few multiemployer plans would terminate. 8/ However,
prior to ERISA, the incidence of multiemployer plan
terminations was low since the parties to the plans would
take extreme measures to avoid termination. Some of the
measures that financially troubled plans took to reduce
plan costs to an affordable level and thereby to avoid

7/ In the multiemployer plan terminations covered by the

PBGC to date under its discretionary authority, four plans

were terminated and employer liability covered only 15-20
percent of the amount of unfunded guaranteed benefits. 1In

each case, the ongoing pension costs were high (14 percent

to 22 percent of compensation). The net cost to the insurance
system for those terminations is about $22 million. Yet, the
employers and the unions have established or intend to establish
other plans covering most or all of the active employees in

the terminated plans.

8/ Study of Pension Plans, 1974, Department of Treasury
and Labor, May 1976. This premilise was based on pre-ERISA
data on multiemployer plan terminations, which showed a
low historical incidence of such terminations.
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termination were reducing the accrued benefits of all
participants, reducing the accrued benefits of participants
of withdrawn employers, or not providing for the vesting

of pension benefits. 9/ These measures were less severe
than plan termination for the participant group as a whole,
since plan termination would not only reduce benefits to
funded levels but would end the possibility of better
funding of existing benefits and deprive particivants of the
opportunity to earn higher benefits or additional vesting.

9/ While there are no comprehensive data on the overall
incidence of benefit reductions in multiemployer plans, case
studies conducted by the Department of Labor in 1972 of
multiemployer plans with funding problems found several
instances in which benefit reductions were instituted to

avoid plan termination. (An Analysis of Selected Multiemployer
Pension Plans with Funding Problems, unpublished, January 1973.)
For example, one plan, which was established in 1246 with a
benefit of $100 per month, reduced benefits to $50 per month

in 1953, and to $30 per month in 1961. The plan also reduced
death benefits to $500 from its previous level of $1,000.

In 1963, a stereotyper's plan in Philadelphia reduced its
monthly benefit from $1.60 for each year of service to $1.30.

Before enactment of ERISA, vesting of pension credits prior
to a participant's retirement date was much less common in
multiemployer plans than in single employer plans. According
to a Bureau of Labor Statistics study, less than one-half of
all participants in multiemployer plans in 1969 were in plans
providing for vesting before retirement. In contrast in 1969,
nearly 90 percent of all single employer plan participants were
in plans providing for vesting. See Harry E. Davis, "The
Growth of Benefits in a Cohort of Pension Plans," Monthly
Labor Review, May 1971.
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ERISA restricts some of the actions that plans previously
used to control costs, but does not provide effective
substitutes to promote plan continuance. 10/

Because of the removal by ERISA of the prospect
of large benefit losses upon termination without the
provision of compensating disincentives to terminate, and
the limitations placed by ERISA on certain self-corrective
actions that plans formerly utilized to avoid terminations,
the current insurance program could very well significantly
alter the incidence of multiemployer plan terminations,
when mandatory coverage becomes effective. 11/

10/ For example, Section 203(a) of ERISA requires plans to
provide for vesting in the benefits derived from emplover
contributions after a participant attains a specified

level of service. In general, plans must provide that
participants are at least 50 percent vested after 10 years
of service, and 100 percent vested after 15 years of service.
Section 302(c) (8) of ERISA prohibits multiemployer plans
from reducing the benefits of participants below the level
accrued three years before the reduction. Such reductions
must be approved (or not disapproved) by the Secretary of
Labor, whose decision is based on a determination that the
reduction is necessary "because of substantial business
hardship (as determined under Section 303(b))" and that a
waiver of the minimum funding standards is unavailable or
is inadequate. Similar provisions appear in I.R.C. §§4ll(a)
and 412(c) (8).

11/ The lack of adequate deterrents to termination also
makes it difficult to predict or control the cost of the
multiemployer termination insurance program. Another reason
that multiemployer program costs are uncertain is that
multiemployer plans involve a number of different parties who
may take action which may adversely impact on plan continuance
(e.g., employers withdrawing from a plan because of cessation
of operations at inefficient facilities; active workers
voting to cease or reduce pension contributions in favor

of higher wages or other fringe benefits; employees voting

to decertify the union). The withdrawal rules discussed

in Part V of this report would alleviate the impact of such
actions on the financial stability of a plan.
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This report presents approaches being considered
by PBGC for revising the multiemployer insurance program to
achieve a proper balance between encouragement of plan
growth and continuance, and protection of the benefits of
participants. The basic unerlying philosophy of the
revisions under consideration is that plan continuation
provides participants with the greatest security against
loss of pension benefits, and that the insurance program
should be a vehicle for fostering plan continuance. 12/

2. Summary of Proposals

This study discusses two major ways of redesigning
the multiemployer plan insurance that PBGC is considering.
The first way is to shift the focus of the insurance from
providing benefits upon termination to providing PBGC finan-
cial assistance to ongoing plans that are unable to meet
benefit payments despite taking timely, positive action to
establish a sound relationship between contributions and
outlays. The second way is to provide guarantees only if
a plan terminates, as under the current statute, but to
redesign the guarantee and employer liability provisions
so that termination is a less attractive option than under
the current program.

The central feature of the PBGC financial assis-
tance concept is "plan reorganization". Plan reorganization
would be a process that identifies plans in various stages
of financial difficulty and encourages those plans to take
corrective action appropriate to their circumstances.
Financial assistance would be provided to plans in reorgani-
zation that face insolvency despite having taken corrective
measures, such as reducing benefits to the guaranteed level
and maintaining a specified rate of contributions.

The multiemployer insurance program could be
designed with PBGC financial assistance to reorganized
plans as the sole or primary insurance vehicle. Under
this approach, there could be lower guarantees--or
no guarantees--for plans that terminate, i.e., plans

;g/ The minimum funding standards and withdrawal rules
discussed in Parts III and V of this paper would, in the
long-run, decrease the likelihood and degree of multiemployer
plan financial problems. However, even with these standards,
a plan still may experience severe financial problems because
of industry declines.
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that do not attempt to reorganize or that do not take the

necessary corrective measures in reorganization. Thus, PBGC
program funds would be restricted to those plans most in need

of help that have complied with reorganization. Ideally,

the PBGC financial assistance to reorganized plans under this
approach would be sufficient to protect substantially the
same level of benefits as would be protected under existing
Title IV provisions.

A second major way to redesign the multiemployer
insurance program is to revise the guarantees and/or employer
liability for terminated plans to make plan continuation
more attractive than it is under the current program.

Under this second approach no PBGC financial assistance
would be provided for ongoing plans. Plan reorganization
however, could still be included in such a program in
order to enable financially weak plans to improve their
financial condition and thereby avoid termination.

There are three key elements underlying the
major proposals that the PBGC is considering to
redesign the multiemployer insurance programn. They
are plan reorganization, financial assistance to financially
distressed reorganized plans, and revised termination
insurance. Each of these elements is summarized below.

a. Plan Reorganization

Plan reorganization would be a voluntary
way for financially troubled plans to avert termination
because of insolvency by adjusting plan contributions,
benefit outlays, or both. The reorganization program
would consist of different levels of plan reorganization
based on the severity of a plan's financial problems.

-- Level I Reorganization: Level I is
essentially an early warning signal designed to identify
plans that are facing long-term financial deterioration.

A plan in Level I could, on a voluntary basis, take moderate
action to stabilize its financial condition. Plans which
meet established threshold tests for Level I reorganization
would be encouracged to take a variety of corrective measures,
such as increasing contributions or limiting future benefit
increases if needed, but would not be permitted to

reduce previously accrued benefits beyond the reductions
permitted by ERISA.
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--Level II Reorganization: Level II
applies to plans that are in imminent danger of
insolvency. More severe action would be required to
restore a sound relationship between outlays
(benefits and administrative expense) and contributions
in these plans. Plans which meet established threshold
tests for Level II reorganization would be permitted
to take a variety of corrective actions, including reducing
benefits, if necessary to remove the imminent threat of
insolvency. However, except for benefit reductions
permitted by ERISA, plans would not be permitted to reduce
previously accrued benefits (both vested and nonvested
below the guaranteeable accrual level, i.e., the benefit that
would be guaranteed if all accruals were vested. li/

b. Guarantees and Financial Assistance for Ongoing
Reorganized Plans

The multiemployer insurance program could be
designed so that premium funds are used solely or primarily
to enable financially distressed plans that have reorganized
to pay guaranteed benefits. 14/ That is, financial assistance
would be provided only if a plan is unable to pay guaranteed
benefits, despite having taken corrective measures, including
reducing previously accrued benefits to the guaranteeable
level. 1Ideally, the guarantees provided to ongoing plans
would be the guarantees under the current law, but with a
more gradual phase-in of the guarantee of benefit increases.
Whether this is feasible depends on further study as to what
the costs of such a program would be and what is an affordable
and reasonable cost for the insurance program.

13/ The guaranteeable accrual level depends on the option
selected for guarantees. If the program includes financial
assistance to ongoing plans, benefits could not be reduced
below the level guaranteeable for plans that gqualify for

such assistance. If the program does not include financial
assistance to ongoing plans, but instead includes higher
termination guarantees for plans that become insolvent despite
taking all necessary reorganization measures, benefits could
not be reduced below the level of termination guarantees

for such plans.

14/ The level of reorganization are, in effect, segquential

steps that plans would undertake to correct financial problems.

With certain exceptions, a plan that did not undergo a Level 1
reorganization when it was first notified by PBGC that plan ...(Cont.
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Under this arrangement, there would be no
employer liability per se, but there would be an obllgatlon
to continue funding the plan at the rate established in
collective bargaining. As a control on potential abuse,
this rate would be required to be at least the same percent
of the monetary wage package as that negotiated before the
plan qualified for reorganization. 15/

c. Guarantees and Employer Liability for
Terminated Plans

The significant variables in restructuring
termination insurance are employer liability and the amount
of guaranteed benefits. These are the two variables
that PBGC can utilize to control the incidence of
termination (encourage plan continuance) and program
costs for those plans that do not terminate. Employer
liability represents the cost to the employer, and to a

14/ (Cont.)

reorganization appeared necessary would not be eligible for
PBGC ongoing financial assistance, and if it terminated it
would be subject to the guarantee and employer liability
provisions discussed in Section D, below. The two exceptions
are:

(1) Plans that are already at Level II at the time
the program is enacted. On the basis of preliminary
PBGC data, the number of plans that would immediately
qgqualify for Level II reorganization is relatively
small and only a few plans would immediately qualify for
financial assistance.

(2) Plans which do not qualify for Level I reorganization
but which, during a short period (one or two plans years),
experience sharp declines in the contribution base or in
the level of plan assets large enough to qualify the plan
for Level I1 reorganization.

15/ The PBGC is studying whether additional controls may be
necessary to assure that contributions are at a reasonable
level relative to benefit levels promised by the plan. Possible
ways to restrict the use of premium funds to the most deserving
plans would be to limit further the conditions under which

PBGC assistance is provided or to restrict the amount of
assistance unless the PBGC makes an individual finding

of need.
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certain extent to participants, of plan termination, while

the level of guarantees represents the cost to participants

of plan termination. High guarantees and low employer liability,
for example, may result in a high incentive for termination
and high program costs, because of the low cost of termination
to all parties to the plan. Conversely, low guarantees and
high employer liability should result in a low incidence

of termination and modest program costs, at least initially,
because of the high cost of plan termination on all parties.
The latter, however, could have adverse long-run

consequences on the growth and continuance of multiemployer
plans and the insurance program, because multiemployer

plans could be less attractive to employers and participants
than other types of benefit arrangements, thus resulting in

a loss of current and potential contributors.

Section D of this part of the report presents
five alternative approaches to termination guarantees and
employer liability which PBGC is considering to control
the incidence of terminations and program costs.

They are:

(1) employer liability for full vested benefits
and reduced benefit guarantees,

(2) emplover liability for guaranteed benefits
only and reduced benefit guarantees,

(3) no employer liability and no benefit
guarantees, 16/

(4) employer liability for guaranteed benefits
only and reduced benefit guarantees if the plan imposes
withdrawal liability on withdrawing employers, otherwise
no benefit guarantees and no employer liability, and

(5) employer liability only for the guaranteed
benefits of retirees and those within five years of normal
retirement, and benefit guarantees only for such participants.

Under these approaches, with the exception of
Program 3, employer liability would not be limited to 30
percent of net worth, i.e., the present statutory limit, 17/
but instead employers would continue to fund their share of
the unfunded termination liability. This approach mitigates
the major administrative and cost problems posed by a
determination of net worth as well as the possible incentive
for termination in the event that termination were more

16/ In order to assure that benefits are protected under
this option, reorganization and PBGC financial assistance
for insolvent reorganized plans would be necessary.

17/ See ERISA §4062(b).
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financially attractive than plan continuation.

As noted above, these approaches could be used in
combination with financial assistance to reorganized plans,
in which case termination insurance would play a minor role
since reorganization would provide the same or higher
guarantees than termination. If, on the other hand,
termination insurance is the sole vehicle for providing
insurance funds, reorganization without financial assistance
could still be made available to help plans avoid termination.

Under the current termination insurance program,
phase-in of the guarantee of benefit increases continues
until the date of plan termination. Under a termination
insurance program that includes reorganization, phase-in of the
guarantee of benefit increases would stop as of the date
a plan is first notified that it qualifies for reorganization.
However, the phased-in portion of benefits accrued during
reorganization would bhe guaranteed on termination 18/ if
the plan takes all the reguired reorganization measures but
nevertheless becomes insolvent. Furthermore, no benefits
accrued after the plan is notified that it qualifies for
reorganization would be guaranteed on termination if
the program is designed with assistance to ongoing plans,
even if the plan attempts reorganization before it terminates.

d. Revised Phase-in Rules

Under the proposal for PBGC financial
assistance to ongoing plans and the four approaches which
provide benefit guarantees in the event of termination,
the guarantee of benefit increases resulting from plan
adoption or plan amendment would not be immediate but would
become effective gradually under various proposed "phase-in"
rules. 19/ The phase-in rules are discussed in Section E,
below.

18/ The particular termination insurance option will determine
whether such benefits would be guaranteed.

19/ 1In general, the suggested phase-in rules are stricter
than the $20/20 percent rule in the current statute. The
suggested rules would allow more time for a benefit increase
to be funded before it is guaranteeable. These rules also
would apply to the guaranteed level for plans in reorganization.
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COMPARISON OF ALTERNATIVE APPROACHES
FOR DESIGN OF MULTIEMPLOYER PLAN INSURANCE

Alternative Approaches for Insurance Design

Program Features 1 2 3 4 5

Employer Liability

For Vested Benefits X
For Guaranteed Benefits X Xl/ X
No Employer Liability X

Termination Guarantees

Reduced X X i/
For Retirees only X
No Termination Guarantees X

Stricter Phase-in Rules
for Guaranteeing Benefit
Increases X X X X X

Financial Assistance for

Reorganized Plans to Support
Current Guaranteed Benefits,
Adjusted by Stricter Phase- ,
in Rules 02/ 02/ X 2/ 02/

Liability to the Plan for

all Withdrawing Employers 3/ 3/ 4/ 4/ 4/

1/ Guarantees and employer liability apply only if the plan imposes
withdrawal liability.

2/ Optional. The program could be designed with or without reor-
ganization and financial assistance for reorganized plans.

3/ Whether withdrawal liability would be an essential or optional
feature of the insurance program depends on the particular guarantee
option. Mandatory withdrawal liability would not be needed in options
providing for permanently low guarantees but would be needed in options
providing for high initial guarantees or phased-in guarantees.

4/ Withdrawal liability would not be an essential feature of the
insurance program under this approach. Plans may impose liability
on withdrawing employers.
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B. PLAN REORGANIZATION
1. General

Plan reorganization is being considered by
the PBGC as a central element of the multiemployer
insurance program. The purpose of plan reorganization
is to encourage plans facing financial difficulties to
take corrective action to stabilize or improve their
financial condition. Plans which take such corrective
actions generally would be able to avoid termination.

If the insurance program is designed to
provide PBGC financial assistance to financially distressed
plans, plans that reorganize but, nevertheless, continue
to deteriorate financially to the point that they cannot
meet benefit pavments would be eligible for PBGC
loans.

Ideally, PBGC assistance to ongoing reorganized
plans would support the level of benefits that would be
guaranteed under the current law subject to changes in
the rules for phasing in the guarantee of benefit increases.
Termination guarantees under such a program would depend
on the particular termination insurance option selected,
but regardless of the option no benefits accrued while
the plan gualifies for reorganization would be guaranteed.
These limitations on the guarantee would (1) protect the
insurance program against undue exposure and (2)
create incentives for financially weak plans to reorganize.

If the insurance program is designed without
provision for PBGC assistance to ongoing plans, there would
be no further phase-in of guarantees while a plan qualifies
for reorganization. Plans that take all required reorgani-
zation measures, but nevertheless terminate because they
cannot afford to pay guaranteed benefits, would have higher
termination guarantees than plans which terminate without
taking all reguired measures, because no benefits accrued
while a plan qualifies for but does not undergo reorganization
would be guaranteed.

The reorganization rules being considered by
PBGC provide for a two-tier program designed (1) to
alert PBGC and the plan to impending financial difficulties
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as soon as possible so that corrective action can be

taken by the plan to avert further plan deterioration

and (2) to assure that the corrective action taken is
appropriate for the plan's financial condition and

prospects, i.e., that the corrective measures are

neither inadequate nor excessive for the particular situation.
The levels of plan reorganization are based on measures

of financial soundness (threshold levels), primarily cash
flow, which are indicative of the plan's expected life. 20/
The two levels of reorganization are: T

Level I Reorganization: This is an early
warning signal for the purpose of identifying plans which
are facing long-term financial insolvency (e.g., the plan
would be unable to pay benefits in 15 years). At this
level, moderate action, such as increased contributions
or limits on future benefit increases, might be sufficient
to stabilize the plan's financial condition.

Level II Reorganization: This level would apply
to plans in imminent danger of insolvency (e.g., the plan
would be unable to pay benefits in seven years or less).

At this level, plans may have to take more severe action
to stabilize their finanical condition (e.g., elimination
of unreduced early retirement benefits, elimination of
lump-sum benefit distributions, reductions in future
accruals and possibly even reductions in accrued benefits).

2. Maintenance of Contributions during Reorganization

Once a plan entered reorganization, in order to be
eligible for PBGC assistance to the ongoing reorganized plan
or for higher termination guarantees under a program that
does not provide assistance to ongoing plans, the parties
would be required to maintain contributions at a level which
is at least equal to the percent that the pension contribution
rate was to the total negotiated monetary compensation
package (i.e., wages and other monetary fringes) in effect
at the time the plan was first notified that it qualified for
reorganization. 21/ For example, if at the time of notification,

20/ See Appendix VI for a detailed discussion of the development
and administration of the reorganization threshold tests.

21/ Of course, plans in reorganization also would be
required to meet the minimum funding standards.
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the pension contribution rate was 20 cents per hour

and the total monetary compensation rate was $5 per hour,
the contribution rate during reorganization would have

to be at least four percent of the total monetary package.
Thus, if the monetary package were to increase to $6

per hour, the pension contribution rate would have to
increase to 24 cents per hour.

This contribution requirement serves to
ensure that both employers and participants continue to
support the plan while it is in reorganization. Without
this requirement, participants in financially troubled
plans may be induced to bargain for a shift of funds in the
compensation package away from pensions to wages or other
fringes.

3. Withdrawal Liability

In order to qualify for PBGC assistance,
or higher termination guarantees, a plan in reorganization
would be required to have rules imposing liability on
withdrawing employers. 22/ At a minimum these rules must
be in effect when the plan enters reorganization. 23/

Withdrawal liability in the form of payments to
the plan for the withdrawn employer's share of unfunded
liabilities is a necessary component of reorganization
since it:

(1) protects financially troubled plans
against future erosion of the contribution base because of
employer withdrawals and

(2) protects remaining employers against
having to bear increasing pension costs because of withdrawals.

22/ See Part V for discussion of withdrawal liability rules.

23/ PBGC is considering whether it would be necessary for a
plan to have withdrawal liability rules in effect before
entering reorganization. The advantage of having such a
requirement is that it would partially protect

the plan against erosion of the contribution base because
of withdrawals, thus possibly avoiding reorganization.

In addition, withdrawal liability may restrain withdrawals
from a plan heading for reorganization.
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4, Guarantees For Successor Plans

When funding costs become high, for reasons such
as increases in unfunded liabilities resulting from
declines in a plan's contribution base, establishment of a
successor plan with lower funding costs becomes financially
attractive to both employees and employers. For example, a
successor plan can be adopted to provide active workers with
higher benefits than contributions to a predecessor plan can
support. The reorganization rules should protect the
insurance program against claims resulting from shifting of
employer contributions from the reorganized plan to a
successor plan.

5. Identification and Monitoring of Plans Fligible
for Reorganization

Plans subject to reorganization would be identified
annually, primarily by a cash flow test. Identification of
plans would be accomplished by a two-stage process. First,
PBGC would pre-screen plans based on data from the Form 5500
that plans are requlred to file annually. 24/ Plans identified
in the pre-screening would either (1) certify that, based
on their own projections of benefit payments and PBGC's
assumptions for projecting contributions (the current
contribution rate and extrapolation of contribution
base trend), they do not gqualify for reorganization
or (2) submit projected data from which PBGC would
determine, based on established criteria, whether the
plan is eligible for Level I or II reorganization. 25/

The PBGC would then notify plans that qualify for
reorganization. Plans identified as eligible for
reorganization based on PBGC tests, using projected

data provided by the plan, should be permitted to contest
PBGC findings through an appeal procedure.

24/ Form 5500 is the combined IRS/DOL/PBGC Annual Return/
Report that is filed for pension benefit plans with 100
or more participants.

25/ Plans which are not identified in the pre-screen but
which demonstrate to the PBGC that they nevertheless qualify

for reorganization would be identified as eligible to
reorganize.
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Plans that adopt a Level I reorganization plan
would be checked through the above pre-screening device
using data from the Form 5500 or projected data provided by
the plan for this purpose. More detailed monitoring would
be required for plans in Level II reorganization to
determine whether appropriate and adeguate corrective
measures have been taken 26/ and to assess potential insurance
claims. This should not involve a major administrative
effort because few plans are expected to qualify for
Level II reorganization. 27/

6. Corrective Action in Level I Reorganization

An acceptable Level I plan of reorganization would
involve the plan's taking action to stabilize or improve its
financial condition. Assume that the Level I threshold is a
projected plan life of 15 years, and that the Level II
threshold is a projected life of 7 years. An acceptable
plan of reorganization for a plan that first trips the Level
I test when it has a l2-year projected life is one that
maintains the projected life at 12 years or increases it.

If the projected life were to increase beyond 15 years the
plan would no longer be in reorganization.

The measures that a plan may use, singly or in
combination, in a Level I reorganization are:

(1) increasing contributions, 28/

(2) eliminating unreduced benefits payable before
normal retirement age,

26/ If the insurance program includes assistance to ongoing
plans, such assistance would be contingent on a plan's taking
appropriate reorganization measures.

27/ Appendix VI discusses in more detail the development and
administration of reorganization threshold tests.

28/ It would not be necessary for plans to increase the
contribution level above the percent of the monetary compensation
package in effect at the time the plan first tripped the Level 1
reorganization threshold test unless higher contributions

are required to satisfy the minimum funding standards.
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(3) increasing the number of hours required for
future benefit accruals,

(4) permanently or temporarily reducing
future accruals, to the guaranteed benefit accrual rate, 29/

(5) adopting an amendment fixing a more rapid
amortization schedule for the funding of past service
liabilities which also provides that, if contributions for
a year are not sufficient to meet this amortization schedule,
the benefits accrued in that year would be reduced
accordingly,

(6) reducing benefits to the extent permitted by
Section 302(c) (8) of ERISA (i.e., the last three years of
accruals), subject to disapproval by the Secretary of
Labor, and

(7) not adopting increases in benefits if this
would re-create or exacerbate the plan's financial difficulties.

The range of alternatives for corrective action in
Level I would give a plan considerable flexibility to
improve its financial condition. For some plans, higher
contributions may eliminate the need to take further
action.

In addition to the above actions available to
stabilize the plan's financial condition, a plan in
Level I reorganization would be regquired as a condition
of an acceptable Level I reorganization, to cease
lump-sum distributions, except for death benefits
and return of employee contributions. While plans may
voluntarily freeze benefits or drastically reduce
future benefits, they would not be required, as a condition
for an acceptable plan for reorganization, to freeze benefits
or to reduce future benefit accruals below the phased-in
accrual rate.

A Level I reorganization plan would have to be
adopted immediately after adoption of the first collective

29/ This is the benefit accrual rate that would be guaranteed
for a reorganized plan under either a program that provides
financial assistance or one that provides higher termination
guarantees for reorganized plans. The reduction would

be accomplished by successive disregard of past benefit
increases, which is discussed under Corrective Actions

in Level II reorganization, below.
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bargaining agreement(s) negotiated, but no later than
three years after the plan is identified as eligible

for reorganization. This would allow plans to

negotiate a Level I reorganization plan or authorize

the Board of Trustees to develop it. Plan administrators
would not be required to report to the PBGC the plan

of reorganization adopted. However, they would be
required to provide an actuary's certification as to the
impact of the measures on the plan's projected life. 30/

7. Corrective Action in Level II Reorganization

An acceptable Level II reorganization plan would
maintain the plan at or bring it up to the Level II
threshold, e.g., a projected life of seven years.
Reductions in previously accrued benefits, item 4 below,
would not be permitted unless the plan took the first three
actions and they were not sufficient to bring the
plan to the Level II threshold. Corrective actions for
Level II include:

(1) elimination of unreduced early retirement
benefits,

(2) reduction of future accruals to the
guaranteed accrual level,

(3) reduction of previously accrued benefits
to the extent permitted by Section 302(c) (8),

(4) reduction of previously accrued benefits
to the guaranteed level, and

(5) cessation of lump-sum distributions, except
for death benefits and return of employee mandatory
contributions.

The reductions in accrued benefits to the
guaranteed level could be accomplished by successive
disregard of past benefit increases, beginning with
the most recent increase. In this way, plans

30/ Actuarial assumptions used for the impact statement would
be required to be consistent with those used to identify the
plan as eligible for reorganization. This both helps assure
the appropriate degree of corrective measures and avoids
exposing the plan actuary to possible pressures in developing
the required projections.
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Would not have to take discretionary action that could
disadvantage any particular class of participants, e.g.,
retirees. 31/ Reducing benefits in this manner would
also result in a more responsible relationship between
future funding and benefit promises, since the most recent
increases are likely to be largely unfunded.

The following example illustrates the successive
disregard of past benefit increases for purposes of reducing
previously accrued benefits in Level II reorganization under
a program in which guarantees are based on current program
guarantees.

Example

A participant has 20 years of service and is
accruing benefits of $10 per month per year of service when
the plan enters Level II reorganization. The monthly benefit
accrual rate includes $5 that is fully phased-in, $3 that is
20 percent phased-in and $2 that is not phased-in. The table
below shows the breakdown of the participant's monthly
benefit between phased-in and nonphased-in amounts.

Monthly benefit as of

Monthly benefit per Date of Level II Threshold
year of service credited (20 years of service)
under the plan Accrued Phased-in
Original Plan... $5:
100% phased-in $100 $100
1st increase ... $3:
20% phased-in ($.60) 60 12
2nd increase ... $2:
0% phased-in 40 -0-
Total $200 $112

The Level II reorganization measures for this
participant would be as follows: .

Disregard the nonphased-in portion of the
most recent benefit increase for determining

31/ Depending on the plan's financial condition and, there-
fore, the extent of reductions required, the accrued benefits

of many retirees could be protected under this approach.

These participants may, however, lose cost-of-living increases
granted after their retirement. Permitting active participants
to advance on the vesting schedule and to accrue future benefits
at the guaranteed accrual rate while their plan is in Level II
reorganization is an inducement for actives to support continua-
tion of the plan.
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Example - Cont'd

accrued benefits.* For the participant in
this example, such disregard would eliminate
credit under the $2 per month per year of
service increase. As shown in the table
above, this would reduce the participant's
benefit to $160 per month.

If a further reduction were reguired, this
participant's benefit would be redgced by
disregard of the nonphased-in portion of the
$3 per month per year of service benefit
increase. As the table above shows, the
benefit could be reduced to $112 per month.
No further reduction of this participant's
benefit would be permitted.

* If only part of the nonphased-in portion of a benefit
increase would need to be disregardel to bring the plap to
the Level II threshold, then only that part could be disregarded.

A plan eligible for Level II reorganization would
be required, as a condition of an acceptable Level II reor-
ganization, to adopt an appropriate plan or reorganization
within a short period of time, e.g., 60 days, after it is
identified as eligible for Level II reorganization. The
plan administrator would be required to report to the PBGC
the measure(s) taken, the effective date of the measures,
and their expected impact on the plan's cash flow and the
projected life of the plan. Certification of the projected
life of the plan by the plan actuary would be required as
under Level I.

C. FINANCIAL ASSISTANCE TO ONGOING REORGANIZED PLANS

1. General

One way to provide benefit protection to
multiemployer plans is for the PBGC to provide financial
assistance in the form of loans to plans that, despite
reorganization, cannot meet their current benefit payment
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commitments from plan assets and contributions. In this
way, the PBGC could protect guaranteed benefits in a
reorganized plan that cannot provide those benefits even on
a pay-as-you-go basis. 32/

Financial assistance would be conditioned upon a
plan's becoming "insolvent" and unable to pay guaranteed
benefits as they come due, despite having taken all required
corrective measures, including reducing previously accrued
benefits to the guaranteed level and maintaining contri-
butions at the same percentage of the monetary wage package
as before the plan qualified for reorganization. 33/ Plan
insolvency for purposes of this PBGC financial assistance
proposal means that:

Plan assets, plus expected contributions

would become insufficient to meet benefit
payments within the next three years, or, if
longer, the remaining life of the collective
bargaining agreement (s) pertaining to the plan,
but not more than five years.

The amount of PBGC assistance would be the amount
in excess of plan assets and contributions (including
withdrawal liability payments from previously withdrawn
employers) that is needed to pay guaranteed benefits currently
due. If the contribution base stabilizes or improves, the
amount of PBGC assistance would be reduced since the purpose
of the assistance is solely to help a plan avoid termination.
Sufficient improvement in plan contributions would enable
repayment of the PBGC loans and restoration of reduced
benefits.

32/ The operation of the minimum funding standards for plans
receiving PBGC financial assistance needs to be explored
further. It is possible that contributions to a plan at the
rate required for a valid Level II reorganization may not
satisfy the minimum funding standards, either by themselves,
or together with PBGC financial assistance to the plan.

33/ These reorganization requirements are discussed in
Section B, above.
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The PBGC may determine that the contribution base
of a plan receiving PBGC assistance is not likely to stabilize
or improve. In this case, repayment of PBGC financial loans
might be unlikely, and the PBGC would be authorized to
prohibit further accruals, and possibly vesting, as a con-
dition for further financial assistance. 34/

Diagram 1 illustrates guaranteed benefits and PBGC
financial assistance in reorganization.

Diagram 1. Guaranteed Benefits and
PBGC Financial Assistance
in Reorganization

Vested Benefits
in Pay Status

$100,000

75,000 _— e e e — - -
]

N OSSN

PBGC Financial Assistance

60,000 \<§\:\\>\:\:<t\;5;\;<:\\\\:

Benefits
;  Supportable Guaranteed
%» by Contri- Benefits
butions and > Under
Plan Assets Reograni-
Zation
v} o _ J

The plan would provide $60,000
of the $75,000 necessary to pay
guaranteed benefits, and PBGC
would provide the remaining
$15,000.

34/ It may be necessary to establish an appeals procedure
especially if there would be no guarantees or very low
guarantees for a plan that terminates.
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PBGC is currently studying whether it would be
financially feasible to provide guarantees to plans re-
ceiving PBGC financial assistance similar to those they
would receive under the current program if it were manda-
tory. This would be desirable, in part because plans that
reduce their benefit obligations and maintain a specified
rate of contributions but nevertheless become insolvent
should be the most deserving plans in terms of financial
need and demonstrated discipline in benefits and funding.
However, the PBGC is studying whether additional controls
are necessary to assure that the suggested level of con-
tributions for an acceptable reorganization involves a
reasonable level of contributions relative to the level of
benefits under the plan. If the suggested contribution level
is not reasonable relative to the level of plan benefits, it
would be more difficult to justify a high level of guarantees
if they would unduly increase program costs.

One possible way to restrict the use of premium
funds to the most deserving plans would be to limit
further the conditions under which PBGC assistance
is provided. For example, the contribution requirement
for reorganized plans could be increased. Another way to
restrict the use of premium funds would be to limit the
amount of assistance provided unless the PBGC makes an
individual finding of need. The PBGC might provide only X
percent of the benefit amount that the required contri-
butions could not provide unless the PBGC determines in-
dividual need based, for example, on documentation of
industry decline. These controls could create strong in-
centives for employers and employees to bargain for the
contribution increases necessary to support the plan in
order to avoid plan termination.

D. ALTERNATIVE APPROACHES TO RESTRUCTURING THE INSURANCE
PROGRAM FOR TERMINATING PLANS

Termination insurance would play a role under
both major proposals that the PBGC is considering for pro-
viding guaranteed benefits to participants in multiemployer
plans. Under the first proposal--which focuses on financial
assistance to ongoing reorganized plans as the primary means
of guaranteeing benefits--benefits accruing during the time
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that a plan gqualifies for reorganization would not be
guaranteeable if the plan terminates. This differential
in guarantees creates an incentive for plans to reorganize.

Under the second major insurance proposal--which
uses termination insurance as the only means of guaranteeing
benefits--the guarantee depends on whether or not the pro-
gram is designed to include reorganization without financial
assistance to ongoing plans. If reorganization is included,
benefits accrued while a plan qualifies for reorganization
would not be guaranteeable unless the plan takes all required
reorganization measures and still becomes "insolvent." Also,
phase-in of the guarantees of benefit increases would be
suspended while any plan qualifies for reorganization. If
reorganization is not included, however, the guarantees
would be determined solely by the particular termination
insurance guarantee structure.

The guarantees would, in most instances, determine
the amount of employer liability, which would not be limited
to 30 percent of net worth as under the present law.

Five approaches to restructuring termination
insurance are discussed below. They are:

(1) employer liability for full vested benefits
and reduced benefit guarantees,

(2) employer liability for guaranteed benefits
only and reduced benefit guarantees,

(3) no employer liability and no benefit
guarantees, 35/

(4) employer liability for guaranteed benefits
only and reduced benefit guarantees only if the plan imposes
withdrawal liability on withdrawing employers, otherwise,
no benefit guarantees and no employer liability, and

(5) employer liability only for the guaranteed
benefits of retirees and those within five years of normal
retirement, with benefit guarantees only for such participants.

35/ 1In order to assure that benefits are protected under
this option, reorganization, and PBGC financial assistance
for insolvent reorganized plans, would be necessary under
this termination program option.
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1. Employer Liability for Vested Benefits; Reduced
Guarantees

This approach attempts to encourage plan
continuance and to control program costs by placing a high
cost of termination on employers. Under this approach,
employers would be liable for the full vested benefits in
the event of plan termination. 36/ The deterrent to termi-
nation, however, would vary with the ability of the employer
to pay employer liability.

The basic components of this approach are:
(1) employer liability for full vested benefits,

(2) guarantees below that provided by the
current program, at least initially,

(3) priority allocation of assets to retirees
and participants within five years of normal retirement age,
and

(4) optional withdrawal liability.

a. Employer Liability

In the event of plan termination, employers
would be liable for the full amount of unfunded vested
benefits, even though the level of PBGC guarantees may be
substantially lower than vested benefits. 37/ The basic
reasons for imposing employer liability for full vested
benefits are that employers would be encouraged to seek
sound funding practices and both employers and the union
would attempt to prevent termination because high liability
could jeopardize the ability of participating employers to
continue in business or to compete with nonparticipating

36/ 1If reorganization were included in this option, employer
liability for a reorganized plan that terminated because of
insolvency could be limited to the guaranteed benefits.

This would be a further inducement for employers and employees
to seek plan reorganization.

37/ The liability for plans that attempted to reorganize

and reduced benefits during reorganization, but terminated
instead of taking all required reorganization measures, would
be the amount of vested liabilities that would have been in
the plan had benefits not been reduced.
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employers. The cost of termination to the insurance
program should be modest because of a low incidence of
termination and a shouldering of the cost of termination by
employers.

b. Guarantees 38/

There are a number of options for restruc-
turing termination guarantees under this approach. All of
these options provide for initial guarantees below the
current level, with several of the options providing for a
gradual phase-in of guarantees up to the current level. The
options vary in terms of the security provided to plan
participants and the cost to the insurance program.

Another type of reduced guarantee option
that has been suggested would make a basic level of benefits
available to all plans and full coverage available to those
plans that meet strict underwriting standards and elect to
pay an additional premium for full coverage. That alternative,
however, has not yet been fully analyzed.

(1) Permanently Reduced Guarantees: One
guarantee option would be to provide a permanently reduced
level of termination guarantees (e.g., 25 percent or 50
percent of the current level, as modified by revised phase-
in rules). The advantage of this option is that it
would control program costs and encourage reorganization
because of the low level of termination guarantees. The
principal disadvantage is that it provides participants with
low benefit security in the event the plan is poorly funded
and the employers are unable to pay employer liability.

38/ Guarantees are subject to the benefit increase phase-
in rules, discussed below and the limitations on guaranteed
benefit accruals applicable if the program includes
reorganization.
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(2) Guarantee of Post-ERISA Accruals Only:
A second termination guarantee option would be to guarantee
only benefit accruals in plan years beginning after December 31,
1977 39/ ("post-ERISA accruals"). 40/ This option would
provide for low initial guarantees. The guarantee level,
however, would increase each year as post-ERISA accruals
become a larger proportion of total accruals. The advantage
of this termination guarantee option are:

(1) program costs would be low initially, thus
providing an opportunity to revise the program based on
later experience,

(2) 1insurance protection would be provided only
for benefits accrued while the program was in effect,

(3) plans may be encouraged to take self-corrective
action in order to avoid termination in the early years of
the program, thus decreasing the likelihood of eventual
termination with large claims and allowing the program to
accumulate a premium reserve to fund future claims,

(4) delaying implementation of full coverage
would give PBGC and the Congress an opportunity to develop
a greater knowledge of multiemployer plans without exposing
the insurance system to catastrophic claims, and

39/ December 31, 1977 is the date originally set under
ERISA for the end of the discretionary coverage of multi-
employer plan terminations. Alternative dates that could be
considered for the start of "post-ERISA" accruals are
September 2, 1974 (the date of enactment) or the effective
date under ERISA of minimum vesting and funding standards
with respect to each plan.

40/ Under this option the guaranteed benefit for a partici-
pant would be equal to the participant's accrued benefit on
the date of termination minus the accrued pre-ERISA benefit.
For example, if a participant has a $150 benefit on date of
termination, $100 of which was accrued in the pre-ERISA
period, the guarantee would be $50 ($150-$100). All of a
participant's service would be counted for purposes of
determining vested benefits under this option. Pre-ERISA
service would be disregarded for purposes of computing
guaranteed benefits, except with respect to post-ERISA
increases in benefits that apply to pre-ERISA service.
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(5) the multiemployer and non-multiemployer
insurance program will eventually provide similar guarantees.

The principal disadvantage to this option is that
it would provide low benefit security to current retirees
and older active participants, whose benefits consist largely,
if not exclusively, of pre-ERISA accruals.

The diagram below illustrates the guarantee under
this option in relation to accrued vested benefits.

Diagram 2.
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(3) Graduated Phase-In of Full Guarantees:
This guarantee option is similar to the previous option in
that guarantees would be low initially but would increase
over time. Under this option, the guarantee would be phased
in at the rate of X percent per year. For example, if the
guarantee were phased in at the rate of 10 percent for
each year the program is in effect, at the end of five
years, the guarantee for a terminated plan would be 50
percent of the guaranteed level for a reorganized plan;
after ten years, the guarantee would be 100 percent. The
following diagram illustrates the way this guarantee option
would work.

Diagram 3.
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This guarantee option has the same advantages as
the guarantee of post-ERISA accruals. In addition, it has
the advantages of making the multiemployer guarantee similar
to the current guarantee much earlier and providing a
higher level of benefit security to retirees and older
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participants. The principal disadvantage of this guarantee
option is that it may merely delay a termination until the
guarantee is higher. 41/

(4) Guarantee Limited to Benefits Accrued During

Employment For Which Plan Contributions

are Required: The final guarantee
option under the first approach would be to guarantee only
benefits accrued with an employer while the employer was
contributing to the plan. Benefits accrued as a result of
service with an employer before that employer's participation
in the plan would not be guaranteed. Such prior service
benefits are cancelable upon an employer withdrawal under
the current statute. 42/ Thus, this option would prevent a
plan from shifting the funding burden for cancelable benefits
to the insurance system just as the current statute allows
plans to prevent withdrawing employers from shifting the
burden to the plan.

The principal advantage of this guarantee option
is that it would provide high benefit security to retirees,
particularly in the early years of the program. The primary
disadvantage of the option is that it may result in high
program costs. The disregard of prior service benefits will
not have a major impact on the guarantee in plans which are
most likely to terminate, i.e., those plans having few new
employers. In such plans, prior service is likely to be a
small proportion of the total vested benefits.

c. Allocation of Plan Assets Upon Termination

The various guarantee options provide for
lower guarantees than the current program, at least initially.
Because of these reduced guarantees, retirees and other
participants, the group most in need of benefit security,
could suffer large losses in benefits in the event of plan
termination. In order to provide some measure of protection
to retirees and older participants, their benefits would be
given a high priority in the allocation of plan assets. The
schedule for allocating plan assets, which is similar to
that under ERISA, would be as follows:

41/ High employer liability could, however, be a restraint on
termination. In addition, if the phase-in period is suffi-
ciently long, the operation of the funding standards should
make termination unlikely.

42/ I.R.C. §414(f) (1) (D), ERISA §1015. The Secretary of the
Treasury has not yet adopted final regulations determining
the extent of benefit forfeitures permitted by §414(f) (1) (D).
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First, to the voluntary contributions of plan
participants,

Second, to the mandatory contributions of plan
participants,

Third, to the accrued benefits of all retirees and
participants within five years of reaching normal retirement
age,

Fourth, to guaranteed benefits not covered under
categories 1-3,

Fifth, to vested benefits not covered under
categories 1-4,

Sixth, to all other accrued benefits.

This allocation scheme assures that retirees will
be no worse off than if the plan had terminated prior to
ERISA, since the typical pre-ERISA method of allocating
assets was to give retirees the highest priority. In addition,
the allocation rules, in conjunction with the reduced guaran-
tees, operate to shift the cost of termination to active
participants, thereby possibly discouraging this group from
seeking or acquiescing in a plan termination.

d. Withdrawal Liability

Whether withdrawal liability 43/ is a man-
datory component of this approach will depend on the parti-
cular guarantee option. Mandatory withdrawal liability
would not be needed in an option providing for low guaran-
tees--the permanently reduced guarantees--since the cost
to the insurance program of plans not having withdrawal
liability would be relatively small. Mandatory withdrawal

43/ Withdrawal liability is discussed in Part V of this
paper.
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liability would be needed, however, in options providing for
high initial guarantees or phased-in guarantees. 44/

e. Impact of Program 1 Options

Program 1 attempts to control the incidence of
termination and program costs through strong deterrents on
both employers and participants. This approach should limit
the exposure of the insurance system in the short-run, since
both employers and the union may be reluctant to terminate
plans because of the high employer liability and the reduced
guarantees. This program does have a number of disadvantages,
the most important of which is the potential adverse long-
run consequences on multiemployer plan growth and continuance.
High employer liability and low guarantees, at least initially,
may make multiemployer plans less attractive for current and
potential contributing employers and participants. This
could result in withdrawal of current employers and the
inability of plans to maintain the contribution base as
employers withdraw or go out of business. To the extent
that declines in the contribution base occur, plans would be
more susceptible to financial pressures to terminate.

Other disadvantages of this approach are:

(1) 1t relies too heavily on the deterrent effect
of employer liability to control the incidence of termi-
nation. In multiemployer plans, termination is not a uni-
lateral decision, thus high employer liability may not be a
significant deterrent if active employees put pressure on
the union and employers to terminate the plan.

44/ It would be possible to make withdrawal liability
optional in the post-ERISA and graduated phase-in options,
by freezing the guarantee at a low level unless the plans
adopted withdrawal liability rules. For example, under the
graduated phase-in option, the guarantee could be frozen at
40 percent or 50 percent of the maximum guarantees, with
additional phase-in dependent on the adoption of withdrawal
liability rules. This approach would give parties the
opportunity to make their own decision as to whether with-
drawal liability is in the best interest of participants and
the plan.
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(2) It presents significant problems in deter-
mining benefits and in administering terminated plans, since
a significant portion of the benefits would not be guaranteed
by the insurance system but would be dependent on employer
liability payments.

2. Employer Liability for Guaranteed Benefits; Reduced
Guarantees

This approach attempts to encourage plan continuance
and to control program costs by reducing guarantees. Employer
liability under this approach, would be for the amount of
guaranteed benefits only. 45/

The basic components of this approach are:

(1) employer liability for guaranteed benefits,

(2) guarantees below that provided by the
current program, at least initially,

(3) priority allocation of assets to all retirees
and participants within five years of normal retirement age,
and

(4) optional withdrawal liability.

a. Employer Liability

Employers would be liable for the full
amount of unfunded guaranteed benefits in the event of plan
termination. 46/ Because this liability may be less than

45/ This would not preclude the union from negotiating with
employers for contractual liability for vested benefits.

46/ If this option were designed with higher guarantees for
reorganized plans that terminate because of insolvency, it
might be advisable to set employer liability for such plans
at the lower level of benefits guaranteed for terminated
solvent reorganized plans, in order to assure that reorgani-
zation is sufficiently attractive to both employers and
employees.
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under the current program due to reduced guarantees, some of
the potentially adverse impact of employer liability under
the current program would be mitigated.

Since employers would not immediately be faced
with the prospect of such high employer liability, they
might look more favorably on possible entry into a multi-
employer plan, or may be encouraged to attempt to seek
adjustments in plan practices regarding contributions and
benefit determination. Also, this option would give those
parties that considered their plans to be defined contri-
bution plans an opportunity, at minimum cost to employers
and the premium system, to revise the plan to clarify its
status.

b. Guarantees 47/

This approach could contain any of the four
guarantee options contained in the first approach, i.e.,
permanently reduced guarantees, guarantees limited to post-
ERISA accruals, graduated phase-in, and guarantees limited
to benefits accrued during employment for which contributions
are required. Of the four guarantee options, the first
three would provide the greatest relief from employer lia-
bility since guarantees would be low initially. These
options, however, would place participants--especially
retirees--at risk, since they could lose a substantial
amount of accrued benefits in the event of plan termination.
Under the fourth guarantee option (i.e., the guarantee of
benefits accrued during employment for which contributions
are required), guarantees would be much higher initially.
Consequently employer liability would be high. While this
would protect participants, it could have a negative effect
on plan growth and continuance because of the immediate
prospect of large liability in the event of plan termination.
In addition, this last option could result in significant
costs to the insurance program.

47/ As under the first approach, guarantees would be subject
to the benefit increase phase-in rules, discussed below, and
the restrictions on guarantees of benefit accruals appli-
cable to plans that trigger the reorganization thresholds.
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c. Allocation of Plan Assets Upon Termination

Low employer liability, particularly in the
early years of the program, may make plan termination
economically attractive to both employers and active employees,
where a high proportion of plan cost is due to the benefits
of retirees. 1In order to protect retirees against large
losses in benefits, and to provide a deterrent to termination
of a plan when guarantees are low, 48/ priority treatment in
the allocation of assets would be accorded to all retirees
and those within five years of normal retirement age. Thus,
plan assets would be allocated in the same manner as under
the first program approach, which is similar to the allocation
under ERISA:

First, to the voluntary contributions of plan
participants,

Second, to the mandatory contributions of plan
participants,

Third, to the accrued benefits of all retirees and
participants within five years of reaching normal retirement
age,

Fourth, to guaranteed benefits not covered under
categories 1-3,

Fifth, to vested benefits not covered under
categories 1-4,

Sixth, to all other accrued benefits.

d. Withdrawal Liability

As in the first approach, withdrawal liability
could be optional under the second approach. Whether it
would be optional or mandatory will be a function of the
guarantee option selected.

48/ 1If priority allocation of assets is given to guaranteed
benefits, the parties may find termination economically
attractive because, when guarantees are low, plans assets
may be sufficient to cover all guaranteed benefits.
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e. Impact of Approach

This approach alleviates some of the poten-
tially disruptive effects of a mandatory termination insurance
program on plans, employers, and participants by giving the
parties to plans an opportunity to adjust plan structural
and operational characteristics in light of ERISA, without
facing the immediate prospect of high employer liability and
without subjecting the insurance program to large claims.
The principal disadvantages of this approach are that it
could result in a high incidence of terminations in the
early years of the program, and it could result in substan-
tial benefit losses to retirees in poorly funded terminating
plans.

3. No Employer Liability; No Guaranteed Benefits

This approach attempts to encourage plan continuance
and to control program costs by eliminating the potentially
disruptive effects of employer liability and termination
guarantees on plan growth and continuance, flexibility of
plan design, and the collective bargaining process. There
would be no statutory employer liability upon termination or
withdrawal. Employers and unions could, however, establish
termination and withdrawal liability rules through the
collective bargaining process if they so desired. PBGC
would not guarantee any benefits in terminated plans under
this approach. Therefore, in order to assure that benefits
can be protected by PBGC guarantees, this approach should be
considered only for a program that includes PBGC assistance
to ongoing plans. Under this approach, plans would be
required to pay premiums to PBGC to support the financial
assistance program, thus ensuring the availability of
reorganization and financial assistance in lieu of termination
guarantees.

The basic components of this approach are:

(1) no termination liability,

(2) no guarantees for terminated plans,

(3) priority allocation of plan assets to retirees
and participants within five years of normal retirement age,

and
(4) optional withdrawal liability.
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a. Employer Liability and Guarantees

The elimination of employer liability and
guarantees in the event of plan termination places reliance on
the collective bargaining process to ensure plan continuance.
While the absence of employer liability would appear on the
surface to lead to a high incidence of plan termination, it
should, in fact, have the opposite effect. The absence of
employer liability would remove some of the impediment to
plan entry and the incentives to withdraw created by the
current termination insurance program, thus, fostering plan
growth and continuance. In addition, the elimination of
employer liability would not, by itself, lead to a high
incidence of termination, even in situations in which employers
would stand to gain economically by terminating the plan.
Employers cannot unilaterally terminate a multiemployer
plan. Termination of such a plan is subject to a joint
labor-management decision, either through the joint board of
trustees or the collective bargaining agreement. Because of
the severe consequences of termination to participants under
this approach, union trustees or negotiators would be extremely
reluctant, just as in the pre-ERISA period, to agree to
termination of a plan unless it were to the economic advan-
tage of participants (e.g., higher wages, increased job
security). Thus, employers may very well have little to
gain from terminating a plan since any savings may have to
be passed on to active employees.

Where a high proportion of plan costs are
being used to fund the benefits of retirees, active employees
may seek to terminate the plan as a last resort, in order to
reduce the burden of funding retirees' benefits. However,
current actives are not likely to establish a precedent of
abandoning retirees since the ultimate receipt of their own
benefits will be in the hands of future generations of
actives. 49/ Retirees and older participants would be
provided a measure of protection against benefit losses in
such terminations through the method of allocating assets,
as discussed below.

49/ The incidence of termination because of pressure by
active employees to cease funding the benefits of retirees
would appear not to be a significant problem. If actives
are upset about the benefits of retirees, the first step
would be to resist any attempts to increase the benefits of
retirees. Termination would probably still be a last resort.
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b. Allocation of Plan Assets upon Termination

Under this approach, the benefits of retirees
and other older participants would receive a high priority
in the allocation of assets in order to protect these benefits
and to increase costs of termination on active employees.
Assets would be allocated as follows:

First, to the voluntary contribution of plan
participants,

Second, to the mandatory contributions of plan
participants,

Third, to the benefits not included in categories
1 and 2 of retirees and participants within five years of
reaching normal retirement age,

Fourth, to all other nonforfeitable benefits, and
Fifth, to all other accrued benefits.

The high priority accorded to retirees and other
older participants in noncovered terminations will protect
such participants from large benefit losses because of plan
termination in most cases. In fact, where the termination is
not due to plan financial problems, these older participants
may suffer little or no benefit losses. 50/ Thus, the
losses will be borne by active participants. However, even
such participants may not suffer economic losses in the long
run if the plan termination results in greater job security,
higher wages, or other monetary fringe benefits.

c. Withdrawal Liability

Withdrawal liability would not be required
under this approach. A plan would be free to decide
whether or not withdrawal liability is necessary or
desirable based upon its particular circumstances. While
withdrawal liability would not be mandatory, plans would be
required to adopt withdrawal liability rules in order to
meet the conditions of an acceptable plan of reorganization
and to be eligible for PBGC financial assistance.

50/ A 1977 PBGC study of multiemployer plans found that, on
the average, the assets in multiemployer plans were 23 times
the size of annual benefit payments. A ratio of this magnitude
normally means that the plan is more than fully funded for
current retirees. (See Appendix I, "Potential Multiemployer
Plan Liabilities Under Title IV of ERISA.")
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d. Impact of Approach

This approach minimizes the potentially
disruptive effects of a mandated insurance program on multi-
employer plans by restoring, to the maximum extent possible,
the situation that existed prior to ERISA. It places great
reliance on the ability of the collective bargaining process
to ensure plan continuance and benefit security. If plans
do face severe financial problems because of industry
economic declines, PBGC guarantees would be available if the
plan chooses reorganization. Thus, unlike the pre-ERISA
period, where the plan had to rely solely upon its own
resources to provide benefits, it would now have the security
of knowing that financial assistance could be available if
necessary to meet benefit commitments.

The principal disadvantage to this approach is
that retirees could lose substantial benefits in poorly
funded plans that terminate.

4, Employer Liability for Guaranteed Benefits;
Reduced Guarantees, If the Plan Imposes Withdrawal
Liability--Otherwise No Guarantees and No Employer

Liability

This approach, like the second approach, attempts
to encourage plan continuance and to control program costs
through reduced guarantees. It differs from the second
approach in that benefits would be guaranteed and employer
liability assessed only in plans that impose withdrawal
liability on withdrawing employers. 51/ The allocation of
assets would be the same as under the second approach, i.e.,
priority would be given to the benefits of retirees and
those near retirement before allocation to other employer
provided benefits.

51/ As under Program 2, if this option were designed with
higher guarantees for reorganized plans that terminate

because of insolvency, it might be advisable to set employer
liability for such plans at the lower level of benefits
guaranteed for terminated solvent reorganized plans, in

order to assure that reorganization is sufficiently attractive
to both employers and employees.



This approach would allow the parties in plans
that meet requirements for electing not to have withdrawal
liability rules to determine whether or not they want to
participate in the insurance program. Since withdrawal
liability would be required before a plan would qualify for
financial assistance or termination guarantees, there might
be incentives for all but the strongest plans to elect to
have withdrawal liability.

5. Employer Liability for Retirees Benefits;
Guarantees Limited to Retiree Benefits

The final approach is a modification of the third
approach, and is designed to provide maximum protection to
the benefits of retirees and participants within five years
of normal retirement age so that this group would not suffer
from a decision by active employees to allow the plan to
terminate for their own advantage. Under this option, employers
would be liable for the guaranteed benefits of retirees and
participants within five years of retirement age. There
would be no guarantees or employer liability for any other
participants.

The guarantees for retirees and participants near
retirement would be the same as the guarantees under the
current law, except for stricter rules phasing in the guarantee
of benefit increases. If the approach is designed to include
higher termination guarantees for participants in a reor-
ganized plan that becomes insolvent despite taking all
required reorganization measures, benefits accrued while a
plan qualifies for reorganization would be guaranteed only
in such plans.

The basic components of this approach are identical
to the third approach, except with respect to allocation of
assets. Under this approach, the allocation of assets would
give high priority--after employee contributions--to
guaranteed benefits, with the nonguaranteed benefits of
retirees and those within five years of retirement receiving
the next priority, before assets are allocated to the benefits
of other participants. This allocation scheme protects the
benefits of retirees and helps to control program costs.

This approach has essentially the same advantage
as the third approach. 1In addition, it has the advantage of
providing maximum benefit security to those participants
most in need of retirement income protection.
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The principal disadvantage of this approach is
that it would be more costly than the third approach,
especially in poorly funded plans with little collectible
employer liability. Another disadvantage is that it could
result in a higher incidence of termination than the third
approach by eliminating the threat of benefit losses to
retirees. The prospect of abandoning retirees would not be
available as a restraint on terminations.

E. STRICTER PHASE-IN RULES

Adoption of a plan or amendment of a plan to
provide new or increased benefits for past and future service
can result in substantial increases in normal costs and
unfunded liabilities which a plan must fund over ensuing
years. The phase-in rules under the existing statute guaran-
tee many benefit increases before they are significantly
funded. This undercuts the effectiveness of the phase-in
rules as an incentive to better funding and a deterrent to
plan termination.

The current statute guarantees an increase in
monthly benefits at the rate of 20 percent or $20 per year
in effect, whichever is greater. As noted in the intro-
duction to this Part IV, the $20 phase-in rule fully guaran-
tees many benefits increases in multiemployer plans after
one year. The cost of a $20 per month increase in a single
life annuity for a 65 year old participant or beneficiary is
approximately $2,400, which the plan can amortize over 30
years; but the insurance system would be responsible for the
increase in cost after only one year.

A revised phase-in rule for guaranteeing benefit
increases would reduce the exposure of the insurance system
below that which exists under the current statute. This may
be necessary to control program costs.

One way to revise the phase-in rules would be to
delay the start of the present five-year phase-in for three
years after the benefit increase, and then to phase in the
guarantee at 20 percent per year over the five-year period
(the "3-5 phase-in rule"). This would allow a longer time
to fund the benefit increase before it is fully guaranteed.
Extending the period before the benefit increase is insured
and eliminating the $20 rule also would reduce the incentive
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to increase benefits prior to termination in order to gain
higher guarantees where termination is imminent. A disadvantage
of the 3-5 phase-in rule is that it would phase in the

guarantee of all benefit increases without regard to the
additional risk of termination and exposure for PBGC created

by the benefit increase.

Appendix VII introduces two phase-in approaches
that would make the guarantee of a benefit increase contingent
on plan funding status. These approaches would place participants
at risk for a longer period when benefits are increased in a
less well-funded plan than when benefits are increased in a
better-funded plan.

F. ALLOCATION OF EMPLOYER LIABILITY ON PLAN TERMINATION

Assessment of employer liability in the event of a
multiemployer plan termination requires both a determination
of the total amount to be assessed employers and an alloca-
tion of that amount among liable employers. The total amount
to be assessed depends upon the particular program option.
The method for allocating the total termination liability
among employers would be based on the proposed rules for
assessing withdrawal liability.

ERISA allocates termination liability among all
employers contributing to the plan on or within five years
of the date of plan termination. 52/ This rule is intended
to deter withdrawals from a plan in anticipation of plan
termination and to ease the burden of termination liability
on the last employers in the plan. This deterrent to with-
drawals is necessary under ERISA because ERISA imposes
withdrawal liability only on withdrawing substantial employers.
The ERISA rules are not appropriate under the rules that the
PBGC is considering mainly because the rules under considera-
tion would impose liability on all withdrawing employers.
Also, the proposed rules would allocate termination liability
more equitably than the present rules.

52/ ERISA §4064(a). Section 4064 (b) of ERISA provides that
the total amount of assessable employer liability be appor-
tioned among employers contributing to the plan in the five
years preceding plan termination based on their pro rata
share of total regquired contributions to the plan during
that five-year period or, alternatively, that the PBGC may
determine by regulation a different equitable allocation
among those employers.
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Under the rules PBGC is considering, employer
liabilities would be allocated to individual employers in
the plan on the date of plan termination, as if the employers
were withdrawing from the plan. Three alternative provisions
for allocating employer liability among withdrawing employers
are under consideration. These alternatives are: First,
the statutory withdrawal rules, which equitably assess
accumulated unfunded liabilities against all withdrawing
employers, except temporary employers. Second, the computing
and allocating of liability in accordance with the rules
adopted by a plan in lieu of the statutory allocation rules.
Third, no withdrawal liability for plans for which assess-
ment of withdrawal liability would be infeasible.

The statutory withdrawal rules, which would
contain a method of allocating liability to a withdrawing
employer based on its proportionate contributions to the
plan, or alternative withdrawal rules adopted by a plan,
would be used to allocate total unfunded vested liabilities
among employers. 53/ The individual liability computed
would then be adjusted, if necessary, to reflect the difference,
if any, between total unfunded vested liability on the date
of termination and the total termination liability under the
particular program option. Under this approach, withdrawal
liability would be the same as, or higher than, termination
liability. Therefore, employers would have an incentive to
remain in the plan. 54/

For plans that do not impose withdrawal liability,
termination liability would be allocated to all employers
that contributed to the plan in the five-year period preceding
the date of plan termination. The statutory withdrawal

§§/ The withdrawal rules under consideration by the PBGC would
require any employer, except a temporary employer, that with-
draws from a multiemployer plan to complete funding its share
of the unfunded vested liabilities in the plan. Plans would

be permitted, subject to PBGC disapproval, to adopt alternative
rules for computing and allocating liability in lieu of the
statutory allocation rules.

54/ Termination liability could be assessed against temporary
employers even if the plan's withdrawal rules do not assess
withdrawal liability against such employers. The unfunded
liability attributable to each such employer should be small
since a temporary employer, as defined in the withdrawal
section of this report (Part V), brings little or no past
service into the plan.
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rules under consideration would be modified and used for

this purpose. Extending termination liability to employers
that withdrew within the five years before plan termination
would help somewhat to ease the burden of termination costs
on the last employers remaining in the plan. Nevertheless,
even this group of employers might be gquite small. Assessing
the full amount of termination liability against a small
group of employers would place them at a competitive disadvantage
and may even drive them out of business, thus resulting in a
loss of jobs for covered workers. In order to alleviate

this problem, the parties to the collective bargaining agree-
ment (s) under which the terminated plan was operated could

be permitted to attach the liability to succeeding collective
bargaining agreements.

Under this arrangement, employer liability pay-
ments due from employers that are signatory to the agreement
would be paid to the PBGC based on a negotiated contribution
rate. Under the statute, PBGC would directly assess its
liability claim against any employer that is liable at
termination and does not sign the agreement providing for
payments to PBGC.

Appendix VIII discusses collection of employer
liability. It also discusses administration of terminating
plans in which employers are assessed liability for unfunded
vested benefits. 1In these plans PBGC would have to deter-
mine nonguaranteed benefits payable from recoverable employer
liability.
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PART V - WITHDRAWAL BY AN EMPLOYER

A. INTRODUCTION

The cessation of contributions by an employer to a
multiemployer plan can seriously weaken the plan. Remaining
employers must assume the burden for funding vested benefit
liabilities left by the withdrawing employer and the with-
drawal may reduce the employment base to which the plan can
look for contributions. Employer withdrawals thus increase
the burden of the minimum funding standards, and unrestricted
withdrawals from a plan in reorganization 1/ decrease the
effectiveness of reorganization as a means of averting plan
insolvency. To prevent a withdrawing employer from leaving
the plan with unfunded liability attributable to its
participation in the plan, this section considers alternative
rules for imposing withdrawal liability.

Before ERISA was enacted a plan could deal with a
withdrawal in a number of ways such as:

(1) reducing the benefits of employees of the
withdrawn employer to the level that could be supported by
the assets attributable to the withdrawn employer,

(2) segregating the plan assets attributable to
the withdrawn employer within the trust and providing that
the withdrawn employer's employees could look only to those
assets for pavment of their benefits,

(3) transferring assets and liabilities attributable
to the withdrawn employer to another plan,

(4) seeking to absorb the additional funding
burden by enrolling new employers in the plan,

(5) increasing the contribution rate,
(6) reducing the benefits of all employees, or

(7) requiring withdrawal liability in the form of
a performance bond.

The current statutory rules restrict the traditional
withdrawal remedies. The ERISA vesting rules limit the
ability of a plan to reduce accrued benefits or to segregate
assets within the trust, and the spectre of employer liability
on withdrawal or termination makes it more difficult for a
plan to attract large contributing employers.

1/ Reorganization of plans is discussed in Part IV, supra.
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Statutory withdrawal rules should protect the plan
from the adverse financial impact of withdrawal while not
deterring employers from entering the plan. The current
ERISA Title IV withdrawal rules, however, do not do this.

In fact, the withdrawal rules may make it more difficult for
a plan to attract large contributing employers, while not
providing corresponding protection to the plan for withdrawals.

The current withdrawal rules apply only to a
substantial employer. 2/ If such an employer withdraws, it
is required to post a bond or put an amount in escrow to
cover its contingent liability to PBGC. 3/ If the plan does
not terminate within five years after the withdrawal, the
liability is abated and the escrow amount is returned to the
employer or the bond cancelled. 4/

This procedure results in the imposition on plans,
withdrawing employers, and PBGC of costly and often
unnecessary administrative burdens associated with data
collection and the determination of unfunded guaranteed
benefits and employer net worth. 5/ Moreover, since a

2/ Basically, a substantial employer is one who makes 10
percent or more of the total contributions to the plan.
ERISA §4001(a) (2).

There are situations in which the withdrawal of one or
more nonsubstantial employers or the partial withdrawal of
certain substantial employers may have a greater adverse
effect on a plan than the complete withdrawal of a substantial
employer. For example, the withdrawal of an entire association
of small contributing employers may, in the aggregate,
result in a more significant reduction in contributions than
the withdrawal of a substantial employer contributing
11 percent of the total plan contributions. Similarly, a
50 percent reduction in contributions by an employer con-
tributing 40 percent of plan contributions is more significant
than a complete cessation of contributions by a substantial
employer making 11 percent of the total plan contributions.

3/  ERISA §4063(c)(1).
4/ ERISA §4063(c) (2).

5/ Calculating the withdrawn employer's liability is

usually costly and complex. Expensive actuarial calculations
must be performed even though these calculations are not
necessary for any other purpose for an ongoing plan, and the
calculations may require expensive and time-consuming collection
of data on credited service for computing past service

benefits.
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nonsubstantial employer is not subject to any liability on
withdrawal, a substantial employer has an incentive to scale
down its covered operations in order to become a nonsubstantial
employer.

The statute contains two alternatives to the bond
or escrow that the PBGC mav use in its discretion --
partitioning of a plan or reliance on an indemnity agreement --
but neither alternative adequately deals with the adverse
impact of withdrawals on plans. Under the first alternative,
the PBGC may partition a plan if withdrawal of any employer
or employers results in a significant reduction in contributions
to the plan. 6/ The part of the partitioned plan covering
employees of the withdrawn employer or employers is then
terminated. Although partitioning may relieve the plan of
the additional burdens created by the withdrawal, it also
could increase both the number of terminations and the
potential losses to the termination program, as well as
reduce the benefits of participants in the terminated portion.

As a second alternative, the bond or escrow may be
waived by the PBGC if it determines that there is an indemnity
agreement among the employers that ensures payment
of all plan liabilities, or of full termination liability. 7/
The indemnity agreement ordinarily does not directly benefit
the plan or the remaining employers, however, but merely
protects PBGC,

The current withdrawal rules also work at cross-
purposes with the termination liability rules. Since each
employer who contributed to the plan during the five years
before termination is liable for a proportionate share of
the unfunded guaranteed benefits upon termination, a non-
substantial employer has a strong incentive to withdraw from
a plan as soon as it believes the plan is headed for termi-
nation. If the plan continues for five years following the
employer's withdrawal, the employer will have escaped
liability completely.

The basic problem with the withdrawal rules is
that they are designed primarily to protect PBGC. They do
not provide an efficient mechanism for reducing the burden
of withdrawal on the plan and remaining employers. They
may even encourage withdrawals in some instances (e.g.,
where termination may be imminent). Changes in the withdrawal

6/ ERISA §4063(d).

7/ ERISA §4063(e).
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rules should be considered:

(1) to provide relief to plans without increasing
the burden on the insurance system,

(2) to provide a disincentive to voluntary employer
withdrawals,

(3) to reduce or remove disincentives to plan
entry, and

(4) to work with, instead of against, the termi-
nation liability provisions.

B. SUMMARY

The PBGC is considering rules under which an
employer who withdraws from a multiemployer plan would be
required to complete funding its share of the unfunded
vested liabilities of the plan. 8/ Such rules would prevent
a withdrawing employer from leaving a plan with unfunded
liability attributable to its participation. The rules
would contain a method of allocating liability to a withdrawn
employer based on the change in the plan's unfunded liabilities
that occurred while the employer was contributing to the
plan and, for employers contributing to the plan in the 1977
and 1978 plan years, a share of the unfunded liability of
the plan as of the beginning of the 1978 plan year. The
plan would be responsible for collection of withdrawal
liability. 9/

Revising the current statutory provisions
to provide for continuation of funding by a withdrawn
employer, instead of posting a bond or putting money in
escrow, would provide direct and immediate relief to a plan
in the event of a withdrawal. The remaining employers would
not be responsible for funding the benefits attributable to

8/ Such rules, however, would statutorily exempt from
liability "temporary employers”" who enter a plan with
little or no past service credit for their employees.

9/ Because collection of withdrawal liability is likely
to be costly, the PBGC needs to develop ways to minimize
plans' collection costs. For a discussion of enforcement

methods being considered by the PBGC, see Appendix XI.
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the withdrawn employer and also would not be faced with the
prospect of employer liability for those liabilities in the
event of a subsequent plan termination.

Because the withdrawal rules under consideration
may not be equitable in all cases, they would be combined
with provisions to allow a plan to elect another method of
allocating liability to a withdrawing employer more suitable
to its particular situation, subject only to PBGC disapproval.
A plan also could elect not to have withdrawal liability at
all if PBGC agreed that withdrawal liability was not admin-
istratively feasible for that plan.

The rules would permit a plan to limit its liability
upon an employer withdrawal through benefit reductions or
transfers of assets and liabilities to another plan. Only
those benefit reductions currently permitted by ERISA would
be authorized. These withdrawal rules contain two options
designed to prevent plans from using transfers to shift
liabilities of weak employers onto the insurance system.

Under the first option, a multiemployer plan would have a
limited contingent secondary liability for five years for
benefits transferred to another plan. Under the second
option, the PBGC could approve transfers in the best interests
of the transferor and transferee plans, the transferring
employer, affected participants, and itself.

The remainder of this section addresses the following
areas that are essential to the development of withdrawal
rules:

(1) events for which liability is assessed,

(2) employers liable upon withdrawal,

(3) computation and allocation of withdrawal
liability,

(4) alternatives to the basic statutory rules,
(5) Dbenefit reduction provisions, and

(6) transfers of assets and liabilities upon
withdrawal. 10/

10/ These areas are discussed in more detail in Appendix
X.
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C ALTERNATIVES

1. Events for which Liability is Assessed

The statutory rules under consideration provide
that withdrawal liability would be imposed upon a complete
cessation of contributions for all or a group of employees
by an employer as a result of (1) an employer no longer
being obligated by the terms of a contract to contribute to
the plan, (2) a cessation of covered operations at a facility,
or (3) the removal of a bargaining unit from covered employment
under the plan. 11/

There are a number of situations other than the
discontinuance of contributions for a bargaining unit or a
facility in which a reduction in contributions may impair
the ability of the plan to continue. Nevertheless, these
rules would cover only those two situations in which there
is a partial reduction in contributions, because of the
difficulty involved in identifying and defining additional
events that would weaken the plan and therefore warrant
imposition of liability. 12/

As long as an employer remained signatory to a
collective bargaining agreement requiring contributions to
the plan, a withdrawal would not occur unless the employer
had ceased operations at a facility or removed a bargaining
unit from coverage. For example, in the construction industry,
a national contractor may be a signatory to a number of
different national agreements with many different craft
unions. Such agreements provide that, when the national
contractor is working in the jurisdiction of a union, the
national contractor will abide by the local agreement's wage
provisions. If the local agreement's wage provisions require
contributions to a multiemployer plan for covered employment
the national contractor will make its required contributions.

1ll/ For miscellaneous statutory rules applicable to with-
drawals, see Appendix XI.

12/ 1In terms of the impact on a plan's ability to continue,
there may be little or no difference between a large reduction
in contributions by an employer and a similar reduction as

as result of a complete withdrawal. Both situations may leave
the plan with unfunded vested liabilities for participants

who are no longer employed in covered employment. Each
situation may erode the funding base of the plan.
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Accordingly, if a national contractor enters an area and
makes contributions to a multiemployer plan during the
course of a project because it is a signatory to a national
agreement requiring such contributions, upon completion of
the project no liability would be assessed on the national
contractor as long as it remains a signatory to a collective
bargaining agreement that requires contributions for covered
employment.

Likewise, if a general contractor who is not a
national contractor is a signatory to its local area agree-
ment requiring contributions to a multiemployer plan for
covered employment by certain crafts, even if the general
contractor performs no work requiring contributions to that
plan during a plan year no liability will be assessed against
the general contractor as long as it remains a signatory to
the local agreement.

A "facility" would be defined as a single physical
site that is relatively permanent at which the employer's
business is conducted. All operations related to the primary
business activity at that site or unified by common management
at that site would be considered as part of the facility.

A temporary facility closing, e.g., for retooling
or vacation, would not be a cessation of operations. A sale
or a relocation of a facility would not be a cessation of
operations (1) if substantially all of the employees at the
facility continue to be employed at the new facility, and
(2) if, in the case of a sale, the purchaser is obligated to
make contributions on their behalf to the plan. 13/

To deter employers from attempting to circumvent
the statutory withdrawal rules by drastically reducing the
number of covered employees at a facility while continuing
contributions for a few employees, the withdrawal of a
facility would occur when the primary economic activity at
the facility ceased. Thus, a withdrawal of a facility would

13/ An outstanding issue is whether withdrawal liability
should be assessed when an employer is no longer obligated
to contribute to a plan because of the sale of all its
covered operations, but the purchaser is a "successor
employer"” who is obligated to contribute to the plan.
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occur if an employer ceased to contribute for all production
workers, but continued to contribute for custodial or maintenance
workers. While the likelihood of an employer operating or
maintaining a facility solely for the purposes of avoiding
withdrawal liability might seem remote, given the cost

involved, there are situations in which it may be in the
employer's best interests to do so. 14/

Liability would be assessed when a withdrawal
occurs irrespective of the reason for the withdrawal, and
irrespective of whether the union, the employer, or both
initiate the withdrawal. Liability would be assessed, for
example, when employees vote to decertify 15/ their bar-
gaining representative or when the employer bargains out of
a plan. 16/

De minimis rules would be permitted, so that plans
could avoid the necessity of imposing withdrawal liability
in the event of a very small reduction in plan contributions

14/ Assessing withdrawal liability upon a cessation of
operations at a facility works to the advantage of an

employer doing business at one large central facility rather
than an employer operating at a number of facilities.
Therefore, the PBGC is considering expanding the rules for
imposing liability upon the withdrawal of a facility to

cover reductions in total plan contributions as a result of
the cessation of a substantial economic activity at a facility,
e.g., a product line.

15/ Decertification involves a change in the bargaining
‘representative of a group of employees. This may result in
no union representation or the election of a different
‘bargaining representative.

16/ Bargaining out of a plan does not involve a change in
union certification. The collective bargaining agreement
simply no longer provides for contributions to the multi-
employer plan. Instead, it might provide for contributions
to a single employer plan, another multiemployer plan, or
another type of plan.
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or an insignificant amount of withdrawal liability. For
example, a plan may decide not to impose withdrawal liability
if an employer operating 50 facilities, each employing 100
employees, all of whom are covered by the plan, closes five
facilities resulting in a cessation of contributions for

only 10 percent of his covered employees. Or, a plan may
decide not to impose withdrawal liability if a very small
contributing employer (e.g., an employer contributing less
than one half of one percent of total plan contributions)
ceases contributions to the plan for all its covered employees.
The PBGC would propose, in regulations, acceptable de minimis
rules.

2. Employers Liable upon Withdrawal

Under the proposal being considered, an employer
would be liable to the plan, upon withdrawal, for its allo-
cable share of the plan's unfunded vested liability. However,
to avoid creating needless disincentives to plan entry,
employers who brought little or no past service liability 17/
with them when they entered the plan and who had not been =~
legally obligated to contribute for at least four of the
five plan years preceding withdrawal would be statutorily
exempt from withdrawal liability. But plans would be authorized
to waive the statutory exemption. 18/ The potential imposition
of withdrawal liability on such "temporary employers"” would
be counter-productive, since such employers' participation
and withdrawal from the plan typically pose no threat to
plan continuance and may, in fact, enrich the plan. 19/

17/ "Past service liability"” is the amount, determined
actuarially, that would be required to provide pensions
based on services rendered before the adoption of a pension
plan.

18/ Under the proposal, an employer could not qualify as a
temporary employer if it contributed in any four out of five
consecutive plan years, unless such "permanent status" was
followed by its withdrawal as a result of a complete cessation
of contributions and a later reentry into the plan.

19/ For a fuller discussion, see Appendix X.
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The definition of withdrawal and the temporary
employer exemption, when read together, would result in no
liability being imposed on an employer who temporarily
ceases to contribute because it has no work covered by the
plan as long as the employer remains a signatory to a
collective bargaining agreement that requires contributions
for covered employment. The practical effect of these rules
and the withdrawal liability rule requiring the employer to
continue funding even after withdrawal is that employers in
certain industries, e.g., construction, would be able to
estimate the cost involved in participating in the plan. 20/

3. Computation and Allocation of Withdrawal Liability

The method used to determine withdrawal liability
is crucial if the withdrawal rules are to achieve the desired
balance between compensating a plan for the extra burden
created by withdrawal while not discouraging prospective
contributors from joining the plan. To avoid discouraging
prospective contributors, the rules under consideration
would limit the liability of new entrants to liabilities
created during their participation in the plan.

Under the statutory rules being considered, a
withdrawing employer's liability would not be limited to 30
percent of the employer's net worth, 21/ but would be based
upon the sum of two components. First, the employer would
be charged (or credited) with a proportionate share 22/
of the increase (or decrease) in the unfunded vested liability

20/ This is critical in certain industries such as con-
struction, where an employer may participate in a number of
plans at the same time.

21/ The current statutory limit on employer liability,
i.e., 30 percent of net worth, would be eliminated because
the net worth limitation may create financial incentives for
an employer to withdraw from a plan, and because determining
net worth poses major administrative and cost problems.

22/ This would be the employer's proportion of the total
contributions made to the plan during the period it partici-
pated in the plan.
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of the plan during its participation in the plan 23/ and,
if the employer contributed during the 1977 and 1978 plan
years, it would also be liable for a proportionate share of
the total unfunded vested liability existing in the plan on
the first day of the plan year beginning in 1978. 24/ The
second component is the ratio of a given withdrawing employer's
total contributions to the plan during the prior five plan
years to the total contributions for the prior five plan
years of all other employers still in the plan during the
1978 plan year. Thus contributions of previously withdrawn
employers would be netted out of the denominator to assure
that 100 percent of the plan liability existing in the plan

23/ Participation would be counted from the later of (1)}
the first day of the plan year beginning on or after January
1, 1978 or (2) the first day of the plan year in which the
employer joined the plan, to the end of the plan year in
which the employer withdrew from the plan.

An outstanding issue is whether withdrawing employers
should be liable for any portion of uncollectible withdrawal
liability of previously withdrawn employers. If not, the
withdrawal liabilities of previously withdrawn employers
could be treated as a plan asset for purposes of determining
the change in underfunding.

24/ There are three reasons for determining the amount of
withdrawal liability based on a plan's unfunded vested
liability rather than its unfunded guaranteed liability.
First, the remaining contributing employers must fund the
vested liability created by the withdrawing employer.
Second, unfunded vested liability will likely be easier to
compute. Third, the disincentive to withdraw should be as
great or greater than the disincentive to terminate, i.e.,
employer liability on termination. Because withdrawal
liability is a continuation of plan funding, vested lia-
bilities would be computed using the plan's, not PBGC's,
actuarial assumptions.
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on the first day of the plan year beginning in 1978 is
allocated. 25/

The statutory method for computing and allocating
withdrawal liability would not require a computation of each
employer's withdrawal liability each year. An employer's
withdrawal liability would be computed only upon a with-
drawal.

The statutory rules would, in effect, create two
groups of employers--employers participating in the plan on
or before the first plan year beginning in 1978, and employers
joining the plan during or after the first plan year beginning
in 1978. Each group would have different interests and
incentives as a result of the computation of their share of
liability and the amount of relief upon withdrawal for
liabilities created before its employer members joined the
plan.

An employer contributing to a plan during the 1977
and 1978 plan years would be responsible for a share of the
"inherited liability" in the plan as of the beginning of the
1978 plan year. 26/ Thus, such employers would have little
incentive to withdraw from the plan. If old liabilities
were not assessed against such employers until a later date,
those employers would have an incentive to leave the plan in

25/ A withdrawing employer also would be liable for any
contribution it still owed to the plan at the time of with-
drawal.

Because of the impact of delinquent contributions on the
funding status of a plan, and because of the difficulties
plan trustees confront in attempting to collect delinquent
contributions, the PBGC is considering a proposal under
which an employer's failure to make its required contri-
butions (for a specified period of time) would violate the
minimum funding standards, and would result in the imposition
of an excise tax in accordance with I.R.C. §4971. The
potential imposition of an excise tax should help to ensure
prompt and full payment of employer contributions.

26/ To mitigate the burden of paying this inherited lia-
bility, it may be appropriate to allow these employers to fund
the withdrawal liability over a longer period of time than

employers entering the plan during or after the 1978 plan
year.
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order to avoid the liability. A rush to leave a plan before
the effective date of the new withdrawal rules could weaken

a plan more than the continuance of the existing withdrawal

rules. 27/

The statutory rules also would encourage new
entrants by restricting the withdrawal liability of employers
joining the plan during and after the end of the plan year
beginning in 1978 to unfunded benefits created while these
employers were in the plan. No part of the "inherited
liability" created prior to the 1978 plan year (or plan
entry, if later) would be imposed on this group.

4. Alternatives to Basic Statutory Rules

Because no one set of rules is appropriate in all
cases, a multiemployer plan would be permitted to modify the
statutory rules in one of two ways. First, a plan could
elect, subject to PBGC approval, not to have withdrawal
liability. 28/ PBGC would approve such an election only if

27/ Selecting the first plan year beginning in 1978 as the
initialization date for the new withdrawal rules might

result in liability being attributed to an employer who
withdraws before the date the statute is changed. Attempting
to collect such a liability could pose serious legal problems.

28/ The PBGC has considered and rejected permitting the
parties to bargain over whether withdrawal liability should
be assessed pursuant to Title IV. The PBGC, not the parties,
must determine whether the plan may not impose withdrawal
liability because the cost can be expected to increase in
the absence of withdrawal liability, and ultimately must be
borne by the termination insurance system. Thus, in most
cases, withdrawal liability is essential to ensure plan
continuation and to enhance the effectiveness of the funding
and reorganization rules. The PBGC must be charged with
responsiblity for assuring that exceptions are in the best
interest of the plan termination insurance system.

In addition, allowing the parties to bargain over
whether the plan should assess withdrawal liability may not
be workable or practical, especially in situations in which
the plan is maintained pursuant to a number of collective
bargaining agreements. Moreover, if the parties were able
to bargain about withdrawal liability, once having decided
not to assess withdrawal liability, the plan might be unable,
as a practical matter, to reverse that decision.
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it determines that withdrawal liability is not administratively
feasible for that plan. 29/

Second, a plan could adopt an alternative provision
for computing and allocating withdrawal liability. 30/ The
PBGC would have discretion to disapprove such provisions.

A plan would not be permitted to adopt withdrawal
rules that impose withdrawal liability on some classes of
employers, e.g., substantial employers, 31/ but not on others. 32/

29/ Under Program 3 of the insurance alternatives under
consideration, plans would be authorized to elect not to
impose withdrawal liability without obtaining PBGC approval.
See Part IV D, supra.

30/ However, a plan would be reqguired to give the PBGC
notice of its alternative computation and allocation pro-
vision at least 90 days before its effective date.

Further consideration needs to be given to whether the
plan trustees should be required by statute to consider and
recommend, if appropriate, alternatives to the basic statutory
withdrawal rules.

31/ The PBGC has rejected an approach under which a plan
would be able to change the statutory rule that all with-
drawing employers are liable, but would have to impose
liability upon the withdrawal of a "substantial employer."
For this purpose, a "substantial employer" would be defined
as an employer whose total plan contributions for the pre-
ceding five plan years equaled or exceeded five percent of
the total plan contributions for the preceding five plan
years.

32/ The PBGC is considering an exceptlon to this rule for
those plans that cover employers in more than one industry.
Under the exception, liability could be imposed for with-
drawals by employers in one industry, but not be imposed for
withdrawals by employers in another industry covered by the
plan.
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A plan must use the statutory definition of withdrawal,
subject to its own de minimis rules.

To assist plans in developing an acceptable alter-
native method for computing and allocating withdrawal lia-
bility, the PBGC would establish, in regulations, a number
of alternative methods, any one of which could be adopted by
a plan in lieu of the statutory method. 33/ The PBGC would
not disapprove the adoption of any such alternative provision. 34/
With this flexibility to modify the statutory rules, plans —‘
would be able to allocate withdrawal liability in such a way
as to protect against the cost increases caused by withdrawals.

33/ The PBGC has under consideration three basic methods.
First, a method based on the maintenance of separate withdrawal
accounts for each employer. These accounts, once initially
calculated, would be adjusted annually to allocate the
increase in unfunded vested benefits occurring during a plan
year based on an employer's proportionate share of contri-
butions. Second, a method based on an employer's proportion-
ate share of the plan's unfunded liability for vested
benefits. Third, a method based on plan liabilities directly
attributable to the employer. See Appendix X, infra, for a
more detailed discussion of these basic methods.

These three alternative methods could be included in
the statute instead of in PBGC regulations. However, a
transitional period might be needed to allow plans to elect
a method for computing and allocating withdrawal liability,
unless the statute provides that one method is applicable in
the absence of an election of an alternative method.

34/ A plan that proposes to adopt a provision not approved
in the PBGC regulations would be required to show that: (1)
the adoption of the statutory allocation rule or any one of
the PBGC proposed alternatives would be inequitable or
impractical as applied to the plan, and (2) the adoption of
the plan's proposed allocation provision would not increase
the potential burden on the termination system, i.e., does
not allocate liabilities in such a way as to inflate the
liabilities of employers who will not be able to satisfy
them.
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5. Limitation of Plan Liabilities

a. Benefit Reduction Provisions

Before ERISA, a multiemployer plan had a
number of ways in which it could limit its liability upon an
employer withdrawal. Two such methods were (1) segregating
within the trust the assets attributable to the withdrawing
employer and limiting payment of the benefits of the with-
drawing employer's employees to the segregated assets (which
in some instances resulted in a reduction in those partici-
pant's benefits) and (2) reducing the benefits of the
withdrawing employer's employees.

Under ERISA, if a multiemployer plan segregates
the assets attributable to a withdrawing employer and limits
the plan's liability for benefits of the participants who
worked for that employer to the segregated portion of the
plan, such action may be a violation of the Internal Revenue
Code's accrual or vesting requirements. 35/ The same analysis
would apply if the plan directly reduced benefits. However,
when an employer ceases to contribute to a multiemployer
plan, the plan may disregard benefits payable to the employees
and former employees of that employer that accrued as a
result of service with the employer before that employer was
required to contribute to the plan. 36/ 1In addition, if a
plan so provides, an employee's credited service for vesting
purposes may be reduced, upon the employer's withdrawal
"[t]lo the extent that rights are not required to be nonfor-
feitable to satisfy the minimum vesting standards, or the
nondiscrimination requirements of section 401 (a) (4) [of the
Internal Revenue Codel...." 37/

35/ 1I.R.C. §411, ERISA §1012(a). Some multiemployer plan
representatives have suggested that multiemployer plans

should be able to segregate assets and liabilities attributable
to a withdrawing employer within the trust and that PBGC

should insure the benefits in the segregated portion without
any contingent liability on the multiemployer plan. The

PBGC has considered and rejected this proposal; however, the
PBGC is considering granting some relief to certain plans.

See Appendix XII entitled "Limitation of Plan Liabilities
Through A Spin-off Upon an Employer Withdrawal."

36/ I.R.C. §414(f) (1) (D), ERISA §1015.

37/ Treas. Reg. §411(a)-4, 42 Fed. Reg. 42318 (Aug. 22, 1977).
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The PBGC believes that additional authority to
reduce benefits should not be granted in the context of an
employer withdrawal. Multiemployer plans, generally, should
not face significant adverse consequences when an employer
withdraws because of the proposed withdrawal liability
rules. Multiemployer plans confronting imminent cash flow
problems would be able to avert plan insolvency under the
proposed reorganization rules.

Accordingly, the PBGC has considered and rejected
a suggestion that multiemployer plans be permitted to design
and adopt additional benefit reduction provisions, other
than those implemented in connection with reorganization. 38/
Participants, whose benefits are already subject to potentially
significant reduction, should not be asked to bear the full
burden of cost increases that might result from their
employer's withdrawal.

b. Transfer of Benefit Liabilities and Assets
Upon Withdrawal

Because some withdrawing employers may wish to
continue separate pension coverage for their employees,
multiemployer plans would be authorized to provide for the
transfer of assets and liabilities attributable to the with-
drawing employer to an ongoing plan sponsored by that employer.
Such a transfer would be an optional alternative to the
assessment of withdrawal liability for the benefit obligations
the multiemployer plan otherwise would retain.

Two options are under study for regulating
transfers in order to prevent manipulation of the termination
insurance program. First, a multiemployer plan would have a
limited contingent secondary liability for five years for
benefits transferred to another plan. Second, each transfer
would be subject to PBGC approval, based on PBGC's judgment
of the best interests of the transferor and transferee plan,
the transferring employer, affected participants, and the
insurance system.

38/ The proposals that the PBGC considered and rejected are
discussed under the heading "Benefit increase cutback pro-
visions" in Appendix X.
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(1) Basic rules.

Several basic preliminary principles
would govern all transfers of liabilities or assets in-
volving a multiemployer plan:

(a) A multiemployer plan that permits
transfers of plan liabilities to other plans would be
required to adopt a provision acceptable under PBGC regu-
lations, specifying a formula to govern the amount of assets
and liabilities that could be transferred.

(b) To assure responsible continuation
of a transferred plan, a multiemployer liability transfer
could occur only with the express consent of the withdrawing
employer,

(c) The multiemployer plan could refuse
a transfer request where the result might jeopardize the
plan's own financial health.

(d) The transfer could not result in a
reduction in the accrued benefits of the affected participants
beyond what would be permitted if the plan had retained
liability for their benefits and imposed withdrawal liability
on the withdrawing employer.

(e) Within the limitations outlined
above, if a multiemployer plan provides for transfers upon
an employer's withdrawal, the rules governing such transfers
would have to be applied uniformly unless PBGC approved a
variance in a specific case. Those rules, would be required
to address at least the following items:

(i) what liabilities may be
transferred (e.g., only accrued/vested liabilities for all
active plan participants employed by the withdrawing employer,
active and retired "attributable" participants' vested/accrued
benefits, liabilities assigned to the withdrawing employer
based on the multiemployer plan's withdrawal rules);

(ii) a method for valuing the
transferred liabilities and determining the assets that must
accompany them;
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(iii) criteria for the multiemployer
plan's determination whether to permit a proposed transfer;
and

(iv) the effect of the transfer on
the employer's withdrawal liability. 39/

(2) Contingent liability approach.

(a) Guaranteed Benefits. For purposes
of PBGC's guarantee, the benefits transferred to a non-
multiemployer plan would, initially, be divisible into two
parts. The difference between the benefit that would have
been guaranteeable if the multiemployer plan had terminated
on the date of the transfer and the benefit that ordinarily
would be guaranteed under the non-multiemployer program as
of the date the transferee plan terminates would be treated
as a new benefit created on the date of the transfer.
PBGC's guarantee for that "new benefit" would be phased in
at the rate of 20 percent for each full year following the
transfer. If the transferee plan did not terminate within
five years after the transfer, its benefits would be fully
guaranteeable under the non-multiemployer program rules. 40/

39/ If the net liabilities transferred were less than the
employer's withdrawal liability, the employer would owe the
original plan the difference. The original plan would be
required to treat this amount for all purposes, including
arrangement of repayment terms and the funding standard
account, as withdrawal liability.

40/ For example, assume that a transfer to a single employer
plan occurs on January 1, 1980, and that the transferee plan
terminates exactly three years later, with no benefit increases
in the interim. 1In addition, assume that the guaranteeable
benefits of the plan's two participants computed as if the
original multiemployer plan had terminated on January 1, 1980,
are $100 and $200 per month, respectively, and benefits that
would ordinarily be guaranteeable under the single employer
program rules when the transferee plan terminated are $200

and $400, respectively. The 20 percent phase-in rule is applied
to the $100 and $200 single employer increments. Adding that
phase-in increment to the initially guaranteed portion, the
participants' total guaranteed benefits are $160 and $320

per month.
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(b) Contingent Secondary Liability. If
the Title IV guarantees for benefits under non-multiemployer
plans are higher than the multiemployer program guranteees,
and if the sponsoring employers' termination liability is
more limited under the non-multiemployer program, multi-
employer plans may be tempted to agree to liability transfers
to enable the affected participants to receive higher guaran-
tees at little or no extra cost to their employer.

PBGC is studying rules to discourage liability
transfers to non-multiemployer plans that are likely to
terminate soon after the transfer. ©Under this approach, if
the transferee non-multiemployer plan terminated within five
years of the transfer date without sufficient assets to
satisfy all guaranteed benefits, the sponsoring employer
would be liable to PBGC for the insufficiency. If PBGC were
unable to recover the full amount of the insufficiency from
the employer, the original multiemployer plan would be
liable to PBGC for the shortfall. However, this contingent
secondary liability could not exceed the value as of the
transfer date of the unfunded vested liabilities transferred
to the transferee plan.

Thus, the multiemployer plan's contingent exposure
would be a function of the amount of assets transferred to
the non-multiemployer plan, as well as the strength of the
employer sponsoring the transferee plan. This liability
would be payable on terms adapted to the multiemployer
plan's funding schedule. As an alternative, subject to
appropriate safeguards, the original multiemployer plan
could retain a contingent commitment to resume some or all
of the benefit liabilities that had been transferred upon
withdrawal, giving due credit for the participants' con-
tinued covered service.

(3) Approval of Proposed Transfers by PBGC

To avoid serious pressures on plans and
employers, the PBGC rather than the plan would be required
to approve each transfer. Since the statute would allow
PBGC to approve only those transfers that are in the
best interests of the plan, the transferring employer,
affected participants, and the insurance system, the con-
tingent liability provisions would not be needed to control
abuse.
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Objective and easily administered tests for
assessing both the transferring employer's willingness and
ability to maintain the plan and the financial impact on the
multiemployer plan need to be developed. 41/

41/ Some possible measures and tests are:
- (1) a cash flow or profits measure for the trans-
ferring employer,

(2) the net worth of transferring employer is at
least n times the value of unfunded vested liabilities
transferred, or

(3) assets transferred would be at least x percent of
liabilities transferred or would not exceed y percent of
assets remaining in the multiemployer plan.
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PART VI - MERGERS AND TRANSFERS OF ASSETS AND LIABILITIES

A. INTRODUCTION

Under Section 208 of ERISA and Sections 401 (a) (12)
and 414(1) of the Internal Revenue Code, 1/ the PBGC is
authorized to determine the extent to which the statutory
rules governing mergers and transfers of assets and liabili-
ties apply to multiemployer plans. These statutory rules
are administratively difficult for non-multiemployer plans
to implement and would be completely unworkable for multi-
employer plans. 2/ Accordingly, workable rules to protect
participants of multiemployer plans when a merger or transfer
occurs are needed. In addition, the rules should prevent
unnecessary transfers that would create unnecessary liability
for the insurance system. Unlike the current statute, the
rules under consideration would protect both participants
and PBGC premium payers.

B. PRESENT LAW
1. Statute

ERISA §208 and Code §§401(a) (12) and 414(1)
provide that a plan may not merge with, or transfer its
assets and liabilities to, any other plan, unless each
participant in the plan would (if the plan then terminated)
receive a benefit immediately after the merger or transfer
which is equal to or greater than the benefit the participant
would have been entitled to receive immediately before the
merger or transfer (if the plan had then terminated).

The legislative history of ERISA indicates that
the merger/transfer rule has two purposes: first, to prevent
a reduction of a participant's accrued benefit (the "benefit-
reduction test") and, second, to protect the funding of each
participant's accrued benefit against possible dilution (the
"funding test"). 3/

l/ All succeeding Code references are to the Internal
Revenue Code of 1954, as amended.

2/ Proposed Treas. Reg. §1.414(1)-1, 42 Fed. Reg. 33770
(July 1, 1977).

3/ H.R. Rep. No. 93-779, 93d Cong., 24 Sess. 66 (1974);
H.R. Rep. 93-1280, 93d Cong., 2d Sess. 385 (1974).
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The "benefit reduction test" does not pose a
serious administrative burden on plans contemplating a
merger or transfer of assets and liabilities. 1If the bene-
fit structures of the plans are different, one of the plans
could be amended to preserve the amount, form, and commenc-
ement date of accrued benefits of the affected participants.
Also, the benefit reduction test may not be needed for a
merger/transfer rule in light of the other ERISA rules
against reductions in accrued benefits. 4/

The "funding test" imposes a great administrative
burden on plans that merge or transfer assets and liabilities.
It requires: (1) a separate determination of the actuarial
value of the accrued benefit of each participant of each
plan at the time of the merger or transfer, (2) an allocation
of the assets of each plan to its participants' benefits
according to ERISA §4044 to determine the funding of each
participant's accrued benefit immediately before the merger
or transfer, and (3) an allocation of the assets of the
merged plan, or transferee plan, to each participant's
benefits according to ERISA §4044 to determine the funding
of each participant's accrued benefit immediately after the
merger or transfer. The portion of a participant's accrued
benefit that is funded will be referred to as the "funded
benefit".

2. Regulation

A literal reading of the current statutory merger/
transfer rule would prevent mergers and transfers between
all plans except plans which were fully funded or completely
unfunded. The chances of two partially funded plans pro-
viding the same funded benefit to each participant immedia-
tely before and after a merger or transfer are virtually
nonexistent. Assuming that Congress did not want to bar

4/ ERISA §204(g) and I.R.C. §411(4d) (6) state that the accrued
benefit of a participant may not be decreased by an amendment
of the plan, other than an amendment described in ERISA
§302(c) (8) and I.R.C. §412(c) (8). A merger or transfer of
assets and liabilities should be considered an amendment for
the purposes of ERISA §204(g) and I.R.C. §411(d) (6).
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substantially all mergers or transfers between plans, the
Internal Revenue Service (IRS) developed the concept of a
"special schedule" to permit mergers of, and transfers
between, partially funded plans. 5/

Essentially, the proposed special schedule would
be a modification of the asset allocation priorities con-
tained in ERISA §4044 to protect the funded benefits of
participants from the better funded plan. The special
schedule would be effective for a period of five years after
the merger or transfer. 6/ If the merged plan terminates
after five years, each participant's funded benefit is
determined in the usual manner under ERISA §4044.

Construction of the special schedule, however,
still requires determining the funded benefit of each
participant. Therefore, to reduce the administrative burden
that the creation of a "special schedule" would impose upon
plans, the proposed IRS regulation provides that the "special
schedule" need not be created at the time of the merger, if
data sufficient to create the schedule (as of the date of
the merger) is maintained for a period of five years after
the merger. Depending upon the benefit structure of the
plans involved, this data would include each participant's
age, years of service, compensation, etc., as of the date of
the merger.

The data maintenance alternative only applies to
mergers. In transfers of assets and liabilities, the pro-
posed regulation generally requires a determination of the
funded benefit of each transferring participant. The funded
benefits of the transferring participants constitute a
"spun-off" portion which is either merged with an existing
plan or becomes a new plan. If the "spun-off" portion
merges with an existing plan, a special schedule must be
created or the data maintenance alternative must be followed.

5/ Proposed Treas. Reg. §1.414(1)-1, 42 Fed. Reg. 33770
(July 1, 1977).

6/ The use of the special schedule will not preserve each
participant's funded benefit if the merged plan or transferee
plan does not maintain a positive cash flow, or if the value
of the assets of the merged plan or transferee plan declines
sharply. Each participant is at risk when the financial
condition of the plan deteriorates regardless of whether
there is a merger or transfer.
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3. Applicability of Regulation to Multiemployer Plans

The last sentence of ERISA §208, and Code §§414(1)
and 401 (a) (12), states that the statutory rules "shall apply in
the case of a multiemployer plan only to the extent determined
by the [PBGC]}." 7/ PBGC believes the rules in the proposed
IRS regulation are unsuitable for multiemployer plans. Many
multiemployer plans have not maintained accurate or complete
data for each covered participant, especially with respect
to service prior to establishment of the plan. 8/ Given
the lack of participant data, multiemployer plans cannot
create a special schedule or comply with the data maintenance
alternative when a merger is contemplated. Moreover, the
data maintenance alternative does not apply to transfers of
assets and liabilities and the frequency of transfers is
generally greater for multiemployer plans than for non-
multiemployer plans. 1In addition, this alternative provides
relief from the administrative costs of allocating assets
only if the merged plan does not transfer assets and liabilities
within five years of the merger, because the subsequent
transfer would require an allocation of assets using the
special schedule to determine the funded benefits of trans-
ferring participants.

However, even if the participant data necessary to
compute each participant's funded benefit were readily avail-
able, the application of rules in the proposed IRS regulation
would still impose a tremendous administrative burden upon
multiemployer plans.

1/ The Conference Report on ERISA states: "In the case of
multiemployer plans [the] rules are to apply only to the
extent that the [PBGC] determines that these rules are
necessary for the participant's protection." H.R. Rep. No.
93-1280, 934 Cong., 2d Sess. 385 (1974)

8/ J. Melone, Collectively Bargained Multiemployer Pension
Plans, 42-45, 85-87 (1963). Ralph M. Wynberg, Communicating
with Plan Participants: Problems and Possible Solutions, 18
Proceedings of the 1976 Annual Educational Conference of the
International Foundation of Employee Benefit Plans, 101-

105 (1976).
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cC. RULES UNDER CONSIDERATION

The following rules being considered by the PBGC
would not alter the current jurisdictional allocation of
responsibilities among the PBGC, the Internal Revenue Service,
and the Department of Labor for mergers and transfers. 9/

The rules would substitute a plan continuation
test and a business purpose test for the current statutory
rules, i.e., the benefit reduction test 10/ and the funding
test. If the contemplated merger or transfer failed either
test, the PBGC would so inform the plan administrators of
the involved plans. The plan administrators would be
prohibited from executing the merger or transfer, until the
PBGC was satisfied that the contemplated merger or transfer
passed both tests. 11/

1. Plan Continuation Test

The PBGC is considering replacement of the merger/
transfer rule with a "plan continuation" test. A merger
(transfer) would be prohibited, if the merged plan (trans-
feror and transferee plan) would be in danger of terminating
as measured by the reorganization threshold tests. 12/
Generally, the reorganization threshold tests are used to
identify those plans that could be or are in financial
difficulty.

9/ See Proposed Treas. Reg. 1.414(1)-1(c)(2), 42 Fed. Req.
33770 (July 1, 1977), and PBGC News Release 76-12, Oct. 29,
1975.

10/ The benefit reduction test may be unnecessary in the
context of a merger or a transfer because of ERISA §204(9g)
and I.R.C. §411(d) (6). See discussion of benefit reductions
and transfer rules in Part V of this paper, supra. Moreover,
the plan continuation test should lessen the need for
benefit reductions, since the viability of the merged plan
(transferor and transferee plan) must not be jeopardized by
the merger (transfer).

11/ The PBGC is considering a 90-day period within which PBGC
could approve or fail to disapprove a contemplated merger or
transfer by applying the plan continuation test and the
business purpose test.

12/ See Part IV, supra.
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If none of the plans involved in the merger is
a candidate for reorganization, a merger would be permitted
regardless of the relative funding status of the plans. On
the other hand, if one multiemployer plan is a Level I
reorganization candidate, and the other is not a reorganization
candidate, the merger would be prohibited unless the resulting
plan would not be a reorganization candidate. Similarly,
if one plan were a Level I reorganization candidate and
another a Level I or Level II reorganization candidate, the
merger would be prohibited unless the resulting plan would
be in the same level of reorganization as the better-financed
of the two predecessor plans.

There are several reasons for the proposed change.
First, the current statute and regulations are administratively
unworkable for multiemployer plans. Second, the plan continu-
ation test substantially reduces the risk that any participant
would be adversely affected by the merger or transfer.
Accordingly, where the benefits in the plans involved in the
merger or transfer are less than the PBGC's limitation on
guaranteed benefits, no participant of either plan would be
adversely affected by the merger or transfer because the
PBGC "funds" guaranteed benefits. If the benefits in the
involved plans exceed the PBGC limitations on guaranteed
benefits, each participant would be at risk only to the
extent his funded benefit exceeds his guaranteed benefit as
of the date of the merger or transfer.

If the funding level of the merged plan (transferor
plan and transferee plan) improves through subsequent
contributions, the risk that a participant would lose benefits
equal to the difference between his funded benefit immediately
before the merger (transfer) and his guaranteed benefit
immediately after the merger (transfer) diminishes. The
extent to which this risk is diminished is a function of
several factors: (1) the rate at which unfunded liabilities
are being amortized, (2) the phase-in of PBGC guaranteed
benefits, and (3) whether new unfunded accrued liability is
created on behalf of the participants involved in the merger
(transfer), or a new group of participants. However, in
general, the risk to the participants affected by the merger
(transfer) would disappear with the passage of time and with
the application of the minimum funding standards.
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Compliance with the plan continuation test would
not relieve the fiduciaries of each plan involved in the
merger or transfer of their fiduciary duty to act solely in
the interest of plan participants and beneficiaries. Thus,
the fiduciary duties imposed by ERISA should also restrain
mergers or transfer which may adversely affect a group of
participants or beneficiaries.

2. Business Purpose Test

The PBGC also is considering adding a business
purpose test to the plan continuation test. The business
purpose test would enable the PBGC to respond effectively
to unanticipated future schemes to manipulate the insurance
system.

3. Other Considerations

Reciprocity arrangements protect a worker against
loss of benefits when transferring from one plan to another.
Certain types of reciprocity arrangements may have an impact
on plan liabilities and, depending on the type of reciprocity
arrangements, may make it difficult to determine vested
liabilities. For example, an employee may leave a plan
before vesting in his or her accrued benefits but may vest
later as a result of service under a related plan. This
type of situation would complicate administration of merger
and transfer rules and requires further study as to whether
plan records or other available sources could be utilized to
identify affected participants.
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PART VII - MULTIEMPLOYER PROGRAM PREMIUM STRUCTURE

A. INTRODUCTION

The PBGC guarantee program creates a risk pool to
finance the cost of providing benefits when a plan and the
immediate parties to the plan are financially unable to do
so. The "risk pool" is funded by charging all covered plans
an annual premium. One of the issues that should be resolved
is the method for allocating program costs among plans.

On the one extreme these costs could be allocated
so that each plan over time pays an amount equal to the
expected claims against the program for that plan. Under
this approach, each year the amount of coverage (i.e.,
unfunded guaranteed benefits) would be multiplied by the
probability that program funds would be needed to determine
the plan's premium amount. The premium would vary significantly
from plan to plan depending upon each plan's risk assignment
and the value of unfunded liabilities net of any collectable
employer liability.

Although this method would create the most equitable
allocation of the guarantee program's cost, it is undesirable
from a policy standpoint and the probability of funds being
needed is impossible to estimate with measured accuracy. The
effect of charging plans their expected cost is to charge
the weakest plans the most, which would reduce the funds
available to provide benefits for those plans and might very
well lead to plan termination. Administrative difficulties
would also arise in assessing the exact amount of unfunded
liabilities net of the amount collectible from the employers.
The probability of termination depends on a myriad of factors,
including:

(1) the economic prospects of individual employers,

(2) the economic prospects of the industry or
industries,

(3) technological changes,

(4) the effects of future government programs
(e.g., trade laws or labor legislation), and

(5) the extent and outcome of union organizational
efforts.
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It would be impossible to make this assessment accurately
for plans, particularly for those in what now are very
strong industries.

On the other extreme, the costs could be allocated
so that each plan's share of total program costs would be
based on its ability to pay. Under this approach the better
a plan was funded the larger the percentage of assets or
contributions it would pay in premiums. This approach also
is undesirable from a policy standpoint and it could be
perceived as grossly unfair. The most poorly funded plans
would be rewarded with very low premium costs, and those
plans that improved their funding would be penalized with
higher premiums. Such an approach would give no incentive
to improve funding and it possibly could even discourage
employees and employers from attempting to improve a plan's
funding.

Ideally, a premium structure for multiemployer
plans should include the following:

(1) The premium should be simple for the plan
administrator to determine and for the PBGC to verify.

(2) Premiums should take into account, to the
extent possible, the risk of termination, and the exposure
to PBGC for each plan ("the individual equity principle").

(3) Premiums should not impose an excessive
burden on those least able to afford it, i.e., they should
not be so high as to induce plan termination ("the social
adequacy requirement").

(4) The premium calculation approach selected
should help encourage sounder funding.

Simplicity is important in order to assure that
the cost of determining and collecting premiums will not
represent a sizeable portion of total premium collections.

Social adegquacy results to some degree in the
subsidization of the more poorly funded plans, since the
insurance system would pay benefits even though the premium
charged to a plan did not reflect the anticipated benefits
to be paid to that plan. Individual equity requires that a
plan's premium be reasonably related to the potential claim
for that plan.
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Using the premium structure to advance social
objectives is a component of many types of casualty insurance
programs, particularly workmen's compensation, medical
insurance, and dental insurance. If the multiemployer
insurance program were to involve moderately higher premiums
for poorly funded plans, for example, such a premium structure
could further the objective of sound plan funding by encouraging
plans to adopt a better relationship between funding and
benefit promises, or at least not discouraging plans from
improving their funding.

Not all of the above objectives are consistent
with one another. Any refinements made to ensure equity and
achievement of social goals, for example, would be at the
expense of simplicity and of social adegquacy.

The options discussed below, including the current
statutory approach, seek to achieve a balance among the
desired objectives. The relative effectiveness of the
current premium formula, and of the proposals that follow,
in meeting stated objectives will be explored.

B. MULTIEMPLOYER PLAN TERMINATION INSURANCE -~ PREMIUM
STRUCTURES UNDER CONSIDERATION

1. Option 1 - Continuation of existing per capita

premium

Initially, Congress set the premium at $.50
per participant for the multiemployer program. This
uniform per capita premium, or "head tax", has a number
of distinct advantages. For example, the plan admini-
strator usually can determine the premium gquickly and easily
since it is only necessary to know the number of participants.
By the same token, the PBGC can fairly accurately project
its premium income. The uniform per capita premium, at the
present rate, also does not impose too great a burden on
those plans least able to afford it (i.e., the "poorer
risks").

The impact of the present premium structure can be
craphically presented:

Plan A Plan B Plan C Plan D Plan E

Participants 100 100 50 100 200
Guaranteed liabilities $100 $100 $50 $50 $ 50
Assets $ 90 $ 10 $ 0 $25 $ 50
Unfunded guaranteed

benefits 1/ $ 10 $ 90 $50 $25 $ 0
Premium $ 50 $ 50 $25 $50 $100

1/ Of course, depending on the financial strength of the
contributing employers, PBGC would recover some or all of

these amounts through employer liability.



-125-

Plans A, B, and D pay the same total premium
because they have the same number of participants, although
PBGC's exposure varies from $10 to $90. Plans C, D, and E
all pay different premiums although the liabilities are the
same for each plan; Plan C, however, has no assets, Plan D
is 50 percent funded, and Plan E fully funded. Plan E would
receive no PBGC funds in the event of termination even
though it has a significant premium burden.

In terms of the ideal objectives for premium
structure discussed earlier, this option is consistent with
the requirements of simplicity and social adequacy. It does
not, however, introduce any degree of individual equity
beyond the fact that one plan would pay a higher premium
than another only if that plan had more participants.
Finally, this option does not discriminate between poorly and
soundly funded plans.

In the final analysis, if the total premium can be
kept low enough, administrative simplicity argues very
strongly for retaining this method.

2. Option 2 - Development of Risk and Exposure Premium

In addition to basing the premium charge on some
simplified measure of risk and exposure this option also
would include a minimum per capita premium for all plans,
sufficient to meet the PBGC's administrative costs and to
provide a low level of risk-sharing among all plans. The
premium for an individual plan would depend on its size,
total vested liabilities, and plan assets according to the
following formula:

Premium per Participant =

K + (UFR) (UVL) (c)
(TP )

where:

K: is the portion of the premium collected
through a "head tax" (risk-sharing rate)
and therefore determines the extent
to which program costs are socialized;

UFR: is the ratio of unfunded vested liabilities
to total vested liabilities (but not less than
0) and is the risk element used to determine
the probability of termination;
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UVL/TP: the ratio of unfunded vested liabilities
to total plan participants is the average
exposure per participant in the plan; and

c: is the individual equity rate, i.e., the
premium rate necessary to provide coverage
above administrative costs and the risk-
sharing level and below the maximum coverage
provided by the PBGC.

The measure used here to indicate the relative
probability of termination, UFR, is one of several possible
choices. The probability of plan termination may depend on
several additional factors (e.g., trends in a plan's funding
status, trends in the contribution base, or strength of the
industry), but the simplicity and ease of calcuation of this
approach argue for it.

The measure of average exposure used in the
formula, UVL/TP, is an approximation of the more theoretically
correct measure of exposure, i.e., the total value of the
plan's unfunded guaranteed benefits less collectible employer
liability, which is the amount of the potential claim against
the PBGC that would result if an individual plan should
terminate.

This option has the advantage of allowing the PBGC
to create an optimum balance between individual equity and
social adequacy. Social adequacy (i.e, the spreading of
risk) can be increased by raising the value of K and decreasing
the value of ¢ proportionately. Individual equity increases
through an opposite process. The objective of simplicity
depends upon the ready availability of the data necessary to
determine the value of vested benefits. For purposes of
sound planning and participant awareness it is important
that plans have data on vested liabilities. However, the
determination of vested liabilities may be costly initially
for those plans that have not calculated this amount in the
past due to inadequate records or other reasons. Once this
value is determined, however, subsequent calculations would
be much less difficult and costly.

In terms of simplicity for PBGC administration,
this option is dependent upon the requirement that the value
of vested liabilities be reported each year in the plan's
annual report, IRS/DOL/PBGC Form 5500, Schedule B.

Finally, this option more than any other under
consideration promotes sound funding.
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3. Option 3 - Exposure Related Premium

This option is identical to Option 2, except that
the risk element measure is assumed to be equal for all
plans and therefore can be eliminated from the formula:

Premium per participant = K + (UVL) (c)
(TP )

The terms are defined as in Option 2, although K
and ¢ may differ in magnitude from what they would be in
Option 2. Note that when this formula is applied to a
plan, the total premium becomes:

Premium = K multiplied by number of participants +
c multiplied by the unfunded vested liability.

The risk element was eliminated for the following
reasons: (1) it is difficult to measure accurately and (2)
it may levy an excessive assessment against those least able
to afford it. The final result could be a plan termination,
just the opposite of the desired result -- improved funding.
Introduction of exposure into the premium rate formula may
give adequate recognition to individual equity so that
further recognition may not be required through a separate
risk element. Also, any measure of risk that could be
devised at this time would be highly subjective. The public
might be reluctant to accept premiums based on subjective
measures. Employers in particular may object to a premium
formula if it assigns them a high likelihood of terminating
their pension plans.

This option has the same characteristics as Option
2 in terms of meeting the four objectives set out for the
premium calculation. The only difference between Options 2
and 3 is that Option 3 does not penalize more poorly
funded plans as much as Option 2, nor does this option
reward sounder funding of plans to the same degree as
Option 2.

4. Option 4 - Variation of Alternate Statutory
Premium

This option is a variation of the alternate premium
structure set forth in the current law. 2/ It is similar to
Option 3 but adds an additional charge for the value of a

2/ See ERISA §4006(a) (5) (B).
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plan's total vested liabilities. The formula would be:
Premium per participant =

K + (UVL)(c) + (VL) (d)
(TP ) (TP)

where new symbols defined are:

VL: the value of a plan's total vested liabilities;
and

d: the rate charged to plans for total vested
liabilities.

The value assigned to d should be lower than the
value of ¢ to avoid the situation of plans' paying lower
premiums for poorer funding and higher premiums for sounder
funding.

The result of this formula is that, for every
dollar of vested liability created, a plan must pay a tax
at the rate of d and an additional tax for the amount of
that vested liability left unfunded at a rate higher than
d.

In essence the formula imposes a tax on the value
of plan assets. This tax assessment is justified on the
theory that plan assets could become depleted and, therefore,
plan liabilities currently covered by plan assets could
become a claim on the insurance program. However, the probability
that funded liabilities will result in program claims is not
as great as the probability for unfunded liabilities and,
therefore, the rate charged against plan assets, 4, should
be significantly lower. -

In terms of meeting the four objectives for the
premium structure, this option is similar to Options 2 and 3,
with a slightly higher degree of socializing program costs
and a slighter lower degree of promoting sounder funding.

C. ANALYSES

1. Introduction

The balance of this discussion of premium options
will focus on the results of a comprehensive analysis of
each option. These results are divided into two sections:
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(1) a comparative analysis of each premium option as it
operates on different types of plans with varying levels of
per capita premiums, or "head tax", as a component of the
formula and (2) the impact of each premium option on the
current multiemployer universe.

For discussion purposes, the analysis is based
upon the assumption that $15 million will be the total
annual premium necessary to support the insurance program.
For other aggregate premium levels, the results of the
analyses would merely have to be adjusted proportionately.

Premium Options Summary List (per participants)

Option 1 . . . . .K
Ooption 2 . . . . .K(y%) + [(UFR) (UVL) (b)](1-y%)
(TP )
Option 3 . . . . .K(y%) + [(UVL) (c)] (1-y%)
(TP )
Option 4 . . . . .K(y%) + [(UVL)(3d) + (VL) (&)](1l-y%)
(TP ) (TP)
where:
ve: denotes the percent of the total premium
collected through a flat charge per participant;
UFR: is the ratio of unfunded vested liabilities
to total vested liabilities;
UVL/TP: is the ratio of unfunded vested liabilities
to total plan participants;
VL/TP: is the ratio of the total value of vested
liabilities to total plan participants; and
K,b,c, or 4: is the unit charge within the appropriate premium
formula. 3/
2. Comparative Analysis

a. By Plan Type

o Chart I reflects the annual premium per
participant that would be charged to various plans depending

3/ The actual values used in these analyses are:
y%=50; K=$1.95; b=$.00051; c=$.000388; d=$.00008726.
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All graphs

are relative to a flat premium of $1.95 per participant. 4/

The three plan types vary by the average vested
benefit for all participants within the plans.
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(1) Option 2 produces the greatest variance in
premiums by plan benefit level; Option 4

the lowest.

(2) Under Options 3 and 4, a plan with an average
vested benefit of $50 would always pay less
than the corresponding flat premium (Option 1).

4/ This flat premium of $1.95 resulted from the figurative

%15 millign, which was selected purely for discussion purposes.
Under Options 2, 3, and 4, 50 percent of the premium or $.975
would be based on the flat "head tax". ,
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Option 2 has similar results, except that
plans funded at less than 30 percent would
pay a slightly higher charge per participant.

(3) For Options 2, 3, and 4, the sensitivity of
the premium level to plan funding increases
as the average plan benefit increases.

b. By Percentage of "Head Tax" Incorporated into
the Formula

Chart II indicates the annual premium per plan
participant that would be charged to a plan, depending
upon the level of funding. These three graphs are all based
upon a plan with an average vested benefit of $150 and,
within each graph, a varving percentage of the premium is
derived from the flat "head tax".
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Key Findings:

(1)

(2)

(3)

Option 2 is most sensitive to different levels
of a flat "head tax"; Option 4 the least sensitive.

For Options 2, 3, and 4, poorer-funded plans
pay more as the percentage of "head tax"
included in the formula decreases while, for
sounder-funded plans, premiums are lower as
the "head tax" percentage decreases.

At a zero percent "head tax", Option 4 is
the only formula producing a premium greater
than zero for fully funded plans.

c. By Premium Option:

Chart III reflects the four premium options together,

depending upon the funding level in a plan.

The comparisons

are based on a 50 percent "head tax" inclusion and are shown for
plans with three different benefit levels.
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Key Findings:

(1) Option 2 is most sensitive to plan funding
regardless of benefit level.

(2) Next to Option 1 (flat premium), Option 4
is least sensitive to plan funding.

(3) Option 2 is most favorable to sounder-funded
plans; Option 3 is second. Option 1 is least
favorable to sounder-funded plans; Option 4
is second.

d. Conclusions of Comparative Analysis.

(1) A program financed under premium Option 1
favors high-benefit plans and poorer-funded
plans.

(2) A program financed under premium Option 2
favors low-benefit plans, and sounder-funded
plans regardless of benefit level.

(3) A program financed under Options 3 or
4 are similar and favor the lower-benefit
plans regardless of funding level, and all
sounder-funded plans although to a lesser
degree than Option 2. The difference between
Options 3 and 4 is that Option 4 is closer
to the flat premium option (Option 1) by
being slightly more favorable than Option 3
to poorer-funded plans and slightly less
favorable than Option 3 to better-funded
plans.

(4) Ranking the options by the degree to which
they favor the four premium objectives of
simplicity, individual equity, social adequacy,
and promoting sound funding would have the
following result:

Individual Social Promoting
Simplicity Equity Adequacy Sound Funding
1 2 1 2
2,3,4 3 4 3
4 2 4
1 3 1
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3. Analysis of Impact on Multiemployer Plan Universe

The following tables compare each of the premium
options on the basis of the results of distributions of all
multiemployer plans by (1) actual premium charge (Table 1)
and (2) percentage of premium to total plan contribution
(Table 2). A 50 percent "head tax" is assumed for Options
2, 3, and 4.

TABLE 1
Distribution of Plans by Premium Under
Selected Premium Options With A Flat

Premium (Option 1) at $1.95
Distribution Option 2 Option 3 Option 4
Average premium
for all plans $1.54 $1.62 $1.67
Maximum premium €.94 6.59 6.17
Total 1009 100% 100¢
less than $1.30 58.8% 50.2% 41.9%
$1.30 less than $1.95 24.4% 30.1% 3€.9%
$1.95 less than $2.60 7.9% 9.3% 10.1%
$2.60 less than $3.25 3.2% 3.2% 3.9%
$3.25 less than $5.00 4.3% 6.1% 6.1%
$5.00 less than $7.00 1.4% 1.1% 1.1%
Note: $1.95 per capita premium charge is figurative.
TABLE 2
Distribution of Plans by Ratio
of Premium to Total Contribution
Distribution Option 1 Option 2 Option 3 Option 4
Average 1.17% 0.68% 0.70¢ 0.73%
Total 100% 100% 1n0% 100%
less than 0.5% 34.4% 56.6% 53.0% 50.5%
0.5 less than 1% 31.2% 29.8% 33.0% 34.1%
18 less than 2% 22.2% 10.4% 10.8% 11.5¢%
2% less than 5% 10.4% 2.5% 2.5% 3.2¢
greater than 5 1.8% 0.7% 0.7% 0.72




-135-

Key results:

(1) Under Options 2, 3, and 4 over three-fourths
of all plans would pay a lower premium
than under a corresponding flat "head tax"
(Option 1).

(2) Under Options 2, 3, and 4 approximately
85 percent of all plans would pay a total
premium which would be less than one percent
of the plan's contribution payment. Under
Option 1, this percentage would be only
65 percent.

It is apparent from these results that most plans
would benefit from a change in the current premium structure
by paying a lower premium in terms of actual amount per
participant as well as a lower percentage of total
contributions. There would be a group of plans, however,
that would find their premium charge increased to a level
that would offset the corresponding decrease in premiums
for most plans.

Table 3 illustrates the characteristics of those
plans paying a higher premium under Options 2, 3, and 4 than
under the current per capita premium structure. 5/

TABLE 3
Distribution of Plans by Characteristics
Related to Premiums Options

|
Plans paying Plans paying
higher prenmium lower premium
under all three under one or
Characteristics options more options
1. Percent of all plans 16.1% 83.9%
2. Average size of plan 34,900 18,000
3. Average inactive to
active participants 23.8% 16.3%
4. Average funded ratio 27.5% 59. 3%
5. Average retiree benefit| $267.16 $116.84
6. Average plan premium/
plan contribution
ratio 0.27% 0.79%

5/ Results are based upon a PBGC sample of 279 plans used in the
Multiemployer Project Model. See Appendix XIII.
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Table 3 illustrates the point that premium Options
2, 3, and 4 would shift the burden of program financing
towards large, more poorly funded, high-benefit plans. A
key result is that the ratio of total premium charge to
total plan contributions for plans paying a lower premium
under Options 2, 3, and 4 would be nearly three times greater
than that same ratio for plans paying a higher premium under
Options 2, 3, and 4.

In summary, the results of the impact analysis show:

(1) Premium Options 2, 3 and 4 produce a more
equitable allocation of program financing
costs.

(2) VWhen comparing premiums as a percent of plan
contributions, poorer-funded plans pay less
than sounder-funded plans under premium
Options 2, 3, and 4.
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PART VIII - COST ANALYSIS

A. INTRODUCTION

This section presents the results of a study of the
potential cost of the current termination insurance program
for multiemployer plans as well as alternatives to the cur-
rent program. The study, which is based upon a sample of
279 multiemployer plans, provides estimates of the potential
incidence of plan termination and of the potential range of
costs to the insurance program over the next 10 years.l/ A
computer based model was used to project current plan charac-
teristics, such as the number of active and retired partici-
pants, annual contributions, benefit payments, and asset
levels, over a l0-year period for this sample of plans.

This permitted the identification of plans that meet certain
financial and participant characteristics that are indica-
tive of potential plan termination because of financial
hardship. These termination characteristics include: a
high ratio of retired and inactive vested participants to
total participants, a low ratio of assets to annual benefit
obligations, and a decreasing or only slightly increasing
level of assets.

This study is limited to an analysis of potential
terminations due to plan financial hardship. The extent to
which these plans identified as potential terminations will
actually terminate depends upon a number of factors including
future economic developments in each industry, characteris-
tics of the termination insurance program, merger possibili-
ties, union organizing efforts, and future legislative devel-
opments relating to multiemployer plans. The study did not
attempt to estimate the incidence of termination and the
effect on program costs of plans terminating for reasons
other than financial hardship because of the difficulty and
uncertainty involved in making such estimates and the limi-
ted historical data on multiemployer plan terminations.
However, the fact that the study did not attempt to estimate
potential terminations due to factors other than financial
hardship does not mean that such terminations may be infre-
gquent. Furthermore, the incidence of such terminations and
the resulting cost to the insurance program could very well
be a function of the level of PBGC termination guarantees

1/ The cost estimates presented in this section only address
the potential range of costs for guaranteed benefits.
Administrative costs incurred by the PBGC are not in-
cluded in these estimates.
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and employer liability requirements. High termination
guarantees and low employer liability, such as under the
current insurance program, may make plan termination econo-
mically attractive to active employees and employers.
Conversely, low termination guarantees and high employer
liability would make plan termination a less attractive
alternative than plan continuance.

The primary purpose of this analysis is to identify
plans that are potential candidates for termination because
of financial hardship in order to estimate their exposure to
the insurance system, and to compare the potential costs of
the current program with alternative programs. The estimates
presented herein show the ranges of exposure and costs for
the various programs under consideration by PBGC. The esti-
mates should not be viewed as precise projections of the
incidence of termination and the anticipated costs to the
insurance system of the current and alternative programs.
This is due to the uncertainties involved in projecting plan
characteristics into the future and the difficulty in pre-
dicting terminations, which depend upon a myriad of finan-
cial, social and political factors. However, the estimates
do provide a basis for evaluating the magnitude of costs of
the current program and of alternative programs.

B. SUMMARY OF FINDINGS
The major findings of this analysis are that:

® Approximately 160 multiemployer plans, or
about 10 percent of all such plans, have
financial and participant characteristics
that indicate the potential for termination
because of financial hardship over the next
10 years.2/ These plans cover approximately
1.3 million participants, or approximately
15 percent of all multiemployer plan parti-
cipants.

2/ Because this estimate is based upon a sample of plans,
it is possible for sampling errors to arise. An estimate
of the potential sampling error indicates that, at the 95
percent confidence level, the number of plans assumed to
terminate could vary by up to + 64 plans. However, be-
cause this potential error arises only among small plans
in the sample, it is estimated that the corresponding
error in unfunded liabilities would be only about + 12
percent.
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~- Under the current program, if all of the
plans classified as potential terminations
were to terminate, the estimated present
value of gross unfunded liability for
guaranteed benefits would be $8.3 billion
($3.8 billion if it is assumed that large,
broad-based plans would not terminate
because these plans would be better able
to avoid termination than the other plans
identified by the termination indicators).3/
The estimated present value of the net
liability (gross unfunded liability less
employer liability payments under the cur-
rent statutory rules) to the PBGC insur-
ance system for these plans would be $4.8
billion ($2.7 billion if large, broad-based
plans are excluded from the group of poten-
tial terminations).

-- In order to finance these liabilities, an
annual premium of $80 per participant
would be required ($45 if large, broad-
based plans are excluded from the group of
potential terminations). The $45 and $80
premium rates represent approximately 8
and 14 percent of annual plan contributions.
Although it is not likely that all of these
plans would terminate during the l0-year
period, or even thereafter, the magnitude
of the potential liabilities indicates that
the premium required to maintain the cur-
rent program on a self-financing basis may
not be affordable by multiemployer plans.

e The potential for termination within the
group of plans classified as possible termi-
nations varies significantly. Based upon the
relative severity of plan financial condition
and projections of industry employment trends
over the l10-year period, the plans were clas-
sified into four groups with respect to their
relative potential for termination, ranging
from highest (plans projected to become insol-
vent over the 10-year period) to lowest (plans
with the least severe financial condition that
cover industries where employment is not pro-
jected to decline, according to the Bureau of
Labor Statistics).

3/ Large, broad-based plans are those that cover a substan-
tial proportion of employers and workers in an industry.
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-- The nine plans with the highest potential
for termination represent less than one
percent of all multiemployer plans and
contain 1.4 percent of all participants.
The estimated present value of the net
liability to PBGC under the current guar-
antee and employer liability rules for
these plans is about $560 million. The
annual premium required to finance this
liability would be approximately $9 per
participant, which is 3.6 times the single
employer premium rate and represents 1.7
percent of annual plan contributions.

—-— The 51 plans with the second highest poten-
tial for termination (generally, non-broad-
based plans in industries projected to
decline) represent three percent of all
multiemployer plans and participants. The
estimated present value of the net termi-
nation liability for these plans, under the
current guarantee and employer liability
rules is about $1.3 billion. An annual
premium of $22 (about 4 percent of annual
plan contributions) would be required to
finance this level of liability.

@ Revising the current program by modifying the
current guarantees and employer liability limi-
tations and by providing for plan reorganiza-
tion assistance to ongoing plans reduces by
varying degrees the potential PBGC termination
costs for all plans classified as potential
terminations:

-— Modification of Current Guarantees: By
modifying the current guarantees to require
stricter rules for funding and to defer
the phase~in of the guarantee of benefit
increases (referred to subsequently as
the modified guarantee option),4/ and by
removing the current net worth limit on
employer liability, annual premiums if all
plans terminate could be reduced to between
$12-$20 per participant (in contrast to
the $45-$80 range under the current pro-
gram), as shown in the following table:

4/ The modified guarantee option includes changes in the
minimum funding standards for multiemployer plans, as
described in Part III.
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Present Value

of PBGC
Termination Annual
Liability Premium Rate
($ millions) ($ per person)
Program $2,704-54,824 $44.56-579.50

Modified guarantee
with current
employer liability

limit

2,007- 3,857 33.08- 63.56

Modified guarantee
with elimination of
net worth limit on
employer liability 702- 1,183 11.57- 19.50

The $12-$20 premium rate, which assumes no
net worth limitation on employee liability
is substantially lower than the potential
range of annual premiums that might be
experienced under the current program due
in part to the higher proportion of the
cost of guaranteed benefits borne by
employer liability. However, these rates
are still considerably higher than the
single employer premium (approximately
four and one half times higher) and repre-
sent approximately two percent of annual
plan contributions.

Reduced Guarantees: Reducing the current
guarantee level in conjunction with the
modifications discussed above would further
reduce the potential cost of the termina-
tion program, but at a high cost to parti-
cipants in terms of benefit security. As
shown in the table below, the premium rates
for the various reduced guarantee options
under current employer liability limita-
tions range from a low of $0.56-$1.88 under
a 50 percent guarantee option to a high of
$29-$46 under a 10 percent per year program
phase-in (assuming plans defer termination
until the point of insolvency or until the
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program is fully phased-in).5/

-142-

It is

estimated that removal of the net worth
limit on employer liability would reduce
premiums still further, to a range of
$0.10 to $13-S17.

Annual Premium Rate
($ Per Person)

Current Alternative
Employer Employer
Liability Liability
Limitation Limitation
(30% Net (No Net
Type of Reduced Worth Worth
Guarantee Limit) Limit)
50% Guarantee .56-$ 1.88 $ .18-$ .25
10% Phase-In 11.83- 16.61 2.21- 2.21

10% Phase-In
assuming
Deferred
Termination

Post-ERISA

Retirees and
Near Retirees
Only

17.73- 38.33

29.25- 46.24 12.82- 17.44

2.34- 2.44 .10- .10

4.37- 8.36

Under these reduced guarantee options,
guaranteed benefits as a percent of vested
benefits would range from 43 percent to 79

percent.

These proportions are much lower

than under the current program where par-
ticipants in the same group of plans would
be guaranteed approximately 94 percent of

their vested benefits.

—-- Plan Reorganization:

(See Table 2.)

Changing the program

from guaranteeing benefits at plan termina-
tion to providing financial assistance in
the form of loans to ongoing, reorganized

This variation of the 10 percent program phase-in option
was examined because of the possibility that, under such
a phase-in, plans might defer termination in order to

secure a higher guarantee.
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plans, or providing such assistance in
combination with reduced termination
guarantees would result in substantially
lower costs than the current program. 1In
addition, plan reorganization provides
participants in reorganized plans with
virtually the same benefit security as
under the current program. As shown in
the table below, the level annual premium
required to finance a program consisting
only of assistance to reorganized plans
and no guarantee of benefits for terminated
plans is $2.47 per participant ($.69 if
large broad-based plans are excluded from
the group of reorganized plans).6/ 1If
reorganization assistance is provided in
combination with reduced guarantees for

Annual Premium Rate
($ Per Person)

Without With
Reorganiza- Reorganiza-
tion Option tion Option

Current Program (under

current employer liability

limitations) $44.56-$79.50 $28.81-$54.40
Modified Guarantee (under

alternative employer lia-

bility limitations) 33.08- 63.56 22.33- 43,65
Reduced Modified Guarantees

(under alternative employer

liability limitations)

e 50% Guarantee .18- .25 .69- 2,47

e 10% Phase-In 2.21 1.51- 3.29

e 10% Phase-In with

Deferred Termination 12.82- 17.44 4.33- 6.90
e Post-ERISA .10 .69- 2.47
e Retirees and Near
Retirees Only 4.37- 8.36 .82~ 6.16

Reorganization Assistance Costs - .69- 2.47

Only (no guarantees for
terminated plans)

6/ The cost and premium estimates used throughout this report
for the reorganization option assume that loans provided
to reorganize plans are not repaid.


http:28.81-$54.40
http:44.56-$79.50
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plans that terminate without reorganizing,
the level annual premium would range from a
low of $.69 to $2.47 under the 50 percent
and post-ERISA guarantee options, to a

high of $4.33 to $6.90 under the 10 percent
per year program phase-in guarantee with
deferred termination (assuming elimination
of the current net worth limitation on
employer liability).

C. METHODOLOGY

The cost estimates presented above, and the more
detailed estimates that follow, reflect the preliminary
results of the most comprehensive study to date of multiem-
ployer plan financial status, the potential cost to the PBGC
under the current termination insurance program, and the
potential cost of alternative programs. Thus, while the
results should be treated with caution, they do provide a
basis for comparing the costs of various termination insur-
ance options. Four major steps were required to make these
estimates.

1. Sample Selection

A stratified random sample of 279 multiemployer
plans with approximately 5.7 million participants was used
as the basis for assessing current plan financial status,
identifying plans that may terminate because of financial
hardship, and estimating PBGC termination liabilities and
insurance premiums. This stratified random sample is gen-
erally representative of all multiemployer plans; it in-
cludes approximately 16 percent of all plans and 71 percent
of their participants, based upon 1976 PBGC premium records.

The sample was selected by choosing all plans with
more than 10,000 participants and, then, by selecting ran-
domly from those remaining, either one plan in every fifteen,
or enough plans to assure the selection of at least three
plans in each industry category. A discussion of the sample
design is contained in Appendix XIII.

2. Plan Forecasts

The financial and participant characteristics of
each sample plan were projected over a l0-year period. The
projections were made by a computer-based model that, using
1976 data on each plan as a starting point, projected the
number of plan participants for 10 years and calculated the
associated financial characteristics for each plan over the
10-year period. A discussion of the PBGC forecasting model
is contained in Appendix XIII.
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The model applies certain of the alternative PBGC
insurance program options discussed in Part IV to each plan
forecast in order to estimate the amount of guaranteed bene-
fits not funded by plan assets under each program option.
Specific options considered in this analysis include:

e Modified guarantee: assumes an increase in
funding requirements, a three year delay on
the phase-in of guarantees of benefit in-
creases, and the elimination of the $20 rule
on benefit increases;

e 50 percent guarantee: assumes both the modi-
fied guarantee described above and a reduction
in the level of guarantee to 50 percent of the
current program;

e 10 percent per year phase-in of the guarantee
program: assumes both the modified guarantee
and a gradual phase-in of the current guaran-
tee program at the rate of 10 percent per
year (A variation of this option was also
examined, in which plans were assumed to
defer termination either until the point of
insolvency or until the program was fully
phased-in. This variation is intended to
reflect the costs if plans defer termination
as long as possible to obtain the higher
guarantees available in later years.);

® Post-ERISA guarantee: assumes both the
modified guarantee and a guarantee of only
those benefits which accrued after the
passage of ERISA; and

@ Retiree and near retiree guarantee: assumes
both the modified guarantee and a guarantee
only of the benefits of retirees and those
participants within five years of normal
retirement age at the time of plan termination.

The model then applied alternative assumptions about employer
liability payments in order to develop estimates of PBGC
termination exposure for those plans classified as potential
terminations.

3. Termination/Reorganization Screens

In order to estimate potential PBGC termination lia-
bilities, it was necessary first to identify a broad group
of plans that might terminate over the l0-year forecast
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period due to financial hardship . This was done by con-
structing several financial criteria or "screens" that could
be applied to the annual financial projections for each plan.
Under each screen, a plan was then assumed to terminate
whenever its projected characteristics first met the screen.
The different termination screens considered are described in
Appendix XIV.

Some of the screens relied exclusively on plan
financial characteristics, whereas others also included
characteristics of plan participants. Using 1976 plan data,
most screens tended to identify a similar pattern of poten-
tial plan terminations, ranging from terminations which
affect approximately 9 to 17 percent of all multiemployer
plan participants.

a. Primary Termination Screen

In order to provide a conservative basis for initial
estimates of potential PBGC termination liabilities, the
termination screen that was selected relied solely on plan
financial and participant data and identified a preliminary
group of plans with unfunded liabilities in the upper range
of those for the various plans identified under the different
screens. The primary screen consists of three criteria that
plans had to meet simultaneously in order to be identified:

@ a ratio of retired and separated vested parti-
cipants to total participants of greater than
.34,

® a ratio of assets to annual benefit payments
of less than 5.6, and

@ a ratio of annual cash flow to assets of less
than .026.

When applied to the 279 plan forecasts over the 10-year period,
this screen identified plans that represent 166 of all multi-
employer plans (9.6 percent of all plans) with 1.3 million
participants (15 percent of all participants).

b. Modification to Primary Termination Screen --
Exclusion of Large, Broad-Based Plans

In order to test the sensitivity of the cost esti-
mates to different termination assumptions, two additional
steps were taken. First, the primary screen was modified so
that all large, broad-based plans identified by the original
screen would be excluded from the group of potential termi-
nations because of their potentially greater ability to avoid
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termination. This produced a set of 156 plans with 473
thousand participants as the group of potential terminations.

c. Modification to Primary Termination Screen --
Categorization by Relative Termination Potential

In the second step, all 166 plans initially identi-
fied by the termination screen were categorized into four
groups according to their relative potential for termination.
This step was taken because the factors that heavily affect
termination potential, such as the severity of a plan's
financial status and projected trends in covered industry
employment, differ widely among the plans. Grouping plans
in this way permits an examination of termination insurance
costs under different assumptions for the incidence of
termination.

d. Reorganization Test

Finally, in order to estimate the impact of the
reorganization option, the Level II reorganization test
discussed in Part IV was used to identify the plans in the
full sample that would meet this test and, of these plans,
the ones that would qualify for PBGC reorganization assist-
ance. The Level II reorganization test identifies plans with
an expected life of seven years, based upon projections of
cash flow.

4., Cost Analysis and Calculation of Overall Results

After the plan projections were developed and poten-
tially terminating plans were identified, the present value
of PBGC termination liabilities was calculated. This was
done by summing, in each year, the unfunded liability for
guaranteed benefits of each potential termination and by
subtracting the assumed employer liability collections. This
provided an estimate of annual PBGC termination exposure for
the set of sample plans. These annual liabilities were
converted into present values by discounting the estimates
back to Year one of the forecast period.

Next, an estimate of PBGC termination liabilities
for all multiemployer plans was calculated. This was accom-
plished by multiplying the estimated PBGC termination lia-
bilities for each sample plan assumed to terminate by a fac-
tor equal to the proportion of plan participants included
in our sample for each plan's industry and size category.
The weighted liabilities were added together to estimate
the total liability for all multiemployer plans. These PBGC
termination liabilities were then converted into the level
annual premium per participant required under each program
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option, assuming these liabilities were amortized over a
10-year period.

Finally, the costs of the reorganization option
were estimated by deducting the termination liabilities of
plans meeting the reorganization Level II screen from the
total PBGC termination liabilities, and then by computing
the costs of PBGC reorganization assistance payments to
those reorganized plans that would first require assistance
sometime over the next 20 years. Reorganization assistance
would be made available by the PBGC in the form of loans
that would be repaid after reorganized plans achieved sol-
vency. Not all of the reorganized plans were assumed to
require assistance. Those assumed not to require assistance
were plans in which assistance was not necessary until after
the tenth year and that cover industries in which employment
was projected to increase. This assumption was made because
of the potential for such plans to stabilize or improve their
financial condition before reorganization assistance would
be necessary.

The reorganization assistance costs were estimated
by projecting plan characteristics indefinitely into the
future and by estimating the potential shortfall between plan
funds and guaranteed benefits that was assumed to be met by
the PBGC. The cash flow estimates were discounted to reflect
PBGC liability for reorganization assistance in Year 1 of the
forecast period. Although premium rates required for termi-
nation insurance were estimated using a 10-year amortization
period, the present value of reorganization assistance costs
was amortized over a 20-year period to correspond with the
period over which these reorganization liabilities were first
incurred. (Alternatively, if these costs are amortized over
a 1l0-year period, then the annual premium rates required to
support reorganization assistance alone would increase from
$2.47 under a 20~-year amortization period to $3.75 under a
10-year period.)

The reorganization assistance estimates tend to be
more uncertain than the termination liability estimates be-
cause the latter were obtained by using the more detailed
PBGC forecasting model and involve projections over a shorter
period. However, because the assumptions used to estimate
reorganization costs are quite conservative, the estimates
tend to reflect the upper range of reorganization costs that
might be expected under this option. For example, by assum-
ing that once a plan first requires reorganization assistance
it requires assistance indefinitely, the estimates tend to
overstate the costs of supporting these plans. This occurs
because some of the plans assumed to require indefinite
assistance might improve voluntarily their financial status
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and leave reorganization. In addition, because it was
assumed that plans would not recover, the estimated cost of
reorganization assistance does not reflect the repayment of
assistance when plans recover and are able to continue
without such assistance.

D. ANALYSIS

This section reviews in greater detail the impact
of alternative PBGC guarantee programs on the liabilities,
premiums, and expected benefit payments to retirees. Be-
cause of the limited historical data on multiemployer plan
terminations and because plan terminations can be influenced
by factors other than plan financial status, these estimates
are necessarily uncertain. The major areas of uncertainty
include:

e the difficulty in identifying plans with the
greatest risk of termination using only finan-
cial and participant characteristics,

e the difficulty in predicting how plan trustees
might react to alternative guarantee programs
when evaluating termination decisions,

e the lack of employer financial data for eval-
uating the collectibility of employer liabil-
ity under different options, and

® the difficulty in predicting how plans would
adjust benefits and contributions in reorgani-
zation, thus making reorganization assistance
estimates uncertain.

Nevertheless, by using relatively conservative
assumptions in these areas and by showing the sensitivity of
overall results to these assumptions, the cost estimates
presented here provide a basis for assessing the current pro-
gram and the impact of alternative programs. Although the
major points will be reviewed in this section, Appendix XIV
contains the supporting cost estimates.

1. Total Unfunded Liabilities

Before examining PBGC liabilities and costs under
alternative programs, an estimate was made of the total un-
funded liability for all plans under the current program.
Table 1 presents an estimate of the total unfunded accrued,
vested, and guaranteed benefits under the current program in
Year 1 and Year 10 of the forecasts for multiemployer plans.
This suggests that, in the event that all multiemployer
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plans terminate, PBGC termination liability is currently
between $25 and $34 billion, depending upon the collectibil-
ity of employer liability. Over a l0-year period, this
exposure grows substantially to between $34 and $49 billion.

Because it is highly unlikely that all plans would
terminate, we examined the total unfunded liabilities for an
initial group of 166 plans, which, based upon the sample of
plans identified by the termination screen, represent the
plans with the greatest potential for termination. Further-
more, because it is unlikely that all of these 166 plans
would actually terminate, an analysis was made of the lia-
bilities for different categories of plans within the 166
plan group in order to estimate the potential range of
program costs. In one case, shown in column four of Table 1,
we examined the impact of excluding 10 large, broad-based
plans from the initial group of 166 potential terminations,
because of the possibility that such plans would be in a
better position than other plans to avoid termination. A
later section examines the impact of categorizing the 166
plans into four groups according to their relative potential
for termination.

As shown in Table 1, if it is assumed that all 166
plans terminate over the 1l0-year period, the present value
of PBGC liability under the current program would be approxi-
mately $4.8 billion. The annual premium required to finance
this level of liabilities would be approximately $80 per
participant. (See Table 2.) 1If large, broad-based plans are
excluded from this group, the present value of PBGC liability
under the current program would be approximately $2.7 billion,
requiring an annual premium of approximately $45 per partici-
pant. The high premium costs for plans identified by the
termination screen is due in part to the disproportionately
high level of unfunded liabilities in these plans in compari-
son to other plans. For example, the data indicate that the
166 plans contain 15 percent of all participants, but 27
percent of the total unfunded liability for vested benefits.
The average unfunded liability for vested benefits in the
group of potential terminations is $7,100 per participant, as
compared with $4,100 per participant for all multiemployer
plans.

2. Modified Guarantees

One option to the current program described in Part
IV is simply to increase the minimum funding standards for
multiemployer plans and to revise the rules for phasing-in
benefit increases. This step would bring multiemployer mini-
mum funding standards in line with the requirements for other
types of plans and would reduce potential PBGC termination
exposure.
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TABLE 1

SUMMARY OF UNFUNDED LIABILITIES OF ALL MULTIEMPLOYER PLANS
AND PLANS ASSUMED TO TERMINATE UNDER CURRENT PROGRAM

Plans Identified by

Termination Screen 2/
All Excluding
Multiemployer 1/ All Plans Large, Broad-3/
Plans = Identified Based Plans =~
Year 1 Year 10
Plans 1,722 1,722 166 156
Participants (000) 8,177 9,401 1,258 473
Unfunded Liability for
Accrued Benefits
($ millions) 40,215 68,927 9,216 4,440
Unfunded Liability for
Vested Benefits
($ millions) 33,519 58,425 8,986 4,318
PBGC Termination Liability
($ millions)
® Assuming No
Employer Liability 33,516 49,043 8,345 3,791
e Assuming Current Employer
Liability Limitation
Rules4/ 25,136 34,438 4,824 2,704

1/ Estimated unfunded liabilities assuming all multiemployer plans terminated in
Year 1 or Year 10 of the 10-year period under analysis.

2/ Estimated present value in Year 1 of unfunded liability for all plans assumed
to terminate over the 10-year period under analysis. Participants reflect the
number of participants in the year in which the plans are identified by the
termination screen.

3/ Excludes large, broad-based plans, defined to be those which cover a substan-
tial proportion of employers and workers in an industry.

4/ Assumes that PBGC collects employer liability up to the current 30 percent net
worth limitation on employer liability; this was approximated by an amount equal
to 25 percent of unfunded vested liabilities for most plans, and 75 percent for
those in industries where available data indicated substantial net worth.
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In order to examine the impact of this modified
guarantee option, we estimated the PBGC termination liabili-
ties, the level annual premium required to fund these liabil-
ities, and the proportion of vested benefits received by par-
ticipants. As shown in Table 2, these estimates indicate
that:

e The modified guarantee option, reflecting a
change in funding requirements and revised
benefit increase phase-in rules, has a rela-
tively modest effect on PBGC termination
costs. Assuming no other program changes,
the present value of PBGC termination liabil-
ities for all potential terminations would
decline from $4.8 billion under the current
program to $3.9 billion under the modified
guarantee, a reduction of 20 percent. Exclud-
ing the large, broad-based plans, the present
value of PBGC termination liabilities would
decline from $2.7 billion under the current
program to $2.0 billion under the modified
guarantee, a reduction of 25 percent.

e The level annual premium required under the
modified guarantee option would remain quite
high -- between $33 and $64 per participant.
These premium levels suggest that the modi-
fied guarantee option may not be sufficient
by itself to provide a self-financing termi-
nation insurance program.

® The benefit security of participants declines
only slightly under the modified guarantee
option, from approximately 94 percent of
vested benefits paid under the current program
to 88 percent under the option. This suggests
that the 20 to 25 percent reduction in PBGC
termination liability under this option is
achieved primarily through the increased
contributions under the proposed funding
requirement and to a somewhat lesser extent
through the reductions in benefit payments
under the proposed deferral of benefit
increases.

3. Reduced Modified Guarantees

Because the modified guarantee alone does not signi-
ficantly reduce PBGC termination exposure, we examined the
modified guarantee in combination with various reductions in
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IMPACT OF ALTERNATIVE Pl " ~"AMS ON PBGC TERMINATION
LIABILITY, PREMIUMS, AND P| NT OF VESTED BENEFITS PAID

Plans Identified by Termination

Plans Identified by Termination Screen, Less Large
Screen Broad-Based Plans
% of $ of
PBGC 1/ Vested . PBGC 1/ Vested
Termination Annual~ Benefits Termination Annual= Benefits
Liability Premiums Paid Liability Premiums Paid
($ millions) ($ per (%) ($ millions) (S per (%)
person) person)
Current Program 4,824 79.50 94.1 2,704 44.56 91.6
Revised Program
e Current Employer Liability Limitation2/
-- Modified Guarantee3l/ 3,857 63.56 88.0 2,007 33.08 85.5
-- Reduced Modified Guarantees4/
1) 50% Guarantee 114 1.88 47.1 34 .56 46.3
2) 10% Phase-In 1,008 16.61 54.1 718 11.83 62.6
3) 10% Phase-In with Deferred Termination 2,806 46. 24 70.7 1,775 29,25 79.0
4) Post~ERISA 148 2.44 42.6 142 2.34 50.7
5) Retirees and Near Retirees Only 2,326 38.33 72.1 1,076 17.73 68.9
e Alternative Employer Liability Limitation5/
-- Modified Guarantee 1,183 19.50 88.0 702 11.57 85.5
-- Reduced Modified Guarantees )
1) 50% Guarantee 15 .25 47.1 11 .18 46.3 &
2) 10% Phase-In 134 2.21 54.1 134 2.21 62.6 Ny
3) 10% Phase-In with Deferred Termination 1,058 17.44 70.7 778 12.82 79.0
4) Post-ERISA 6 .10 42.6 6 .10 50.7
5) Retirees and Near Retirees Only 507 8.36 72.1 265 4,37 68.9
e Reorganization Assistance Costs Only6/ 228 2.47 N/A 64 .69 N/A
(no guarantees for terminated plans)
1/ Estimates reflect the average annual level premium required to amortize the termination liability over a 10-year period,

assuming an average of 8 million participants in non-terminated plans.

Assumes that PBGC collects an amount from employers up to the current 30 percent net worth limitation on employer liability;
this was approximated by an amount equal to 25 percent of unfunded vested liabilities for most plans, and 75 percent for
those in industries where available data indicated substantial net worth.

Modified guarantees assume an increase in funding requirements, a three year delay on phase-in of gquarantees of benefit
increases and elimination of the $20 phase-in rule for guaranteeing benefit increases.

Reduced modified guarantees reflect both the program changes identified under modified guarantees and the reduced benefit
guarantees described in Part 1V,

Assumes elimination of the net worth limit, and that employers are liable up to 100 percent of the plan asset insuffi-
ciency; estimated collectible employer liability was approximated by an amount equal to the present value of expected
plan contributions under the current program, based upon projected trends in active participation.

Estimates reflect the approximate range of liabilities and premiums for providing only reorganization assistance to plans
identified for reorganization under a modified guarantee program; annual premiums under this option are assumed to be
amortized over a 20-year period. Due to the lack of reliable forecast data beyond a 10-year period, these estimates are
more uncertain than the other estimates in the table.
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the guaranteed benefit level. As described above, five
reduced modified guarantee options were studied. As shown
in Table 2, the options vary widely in their impact:

The modified guarantee combined with either
the 50 percent guarantee or the post-ERISA
guarantee options provide the largest reduc-
tions in PBGC termination liabilities, assum-
ing no other program changes. These options
reduce PBGC termination liabilities from $4.8
billion under the current program to $114
million under the 50 percent guarantee and
$148 million under the post-ERISA guarantee.
Excluding large, broad-based plans from the
group of plans assumed to terminate yields a
reduction in termination liabilities from
$2.7 billion under the current program to $34
million under the 50 percent guarantee and to
$142 million under the post-ERISA guarantee.

Although the level annual premiums required
under these two reduced modified guarantee
options are substantially lower (less than $3
per participant), these reductions are
achieved largely at the expense of vested
participants, especially retirees. Benefit
guarantees as a percent of vested benefits
decline from approximately 94 percent under
the current program to 50 percent or less
under these options.

The modified guarantee combined with either
the 10 percent program phase-in or the
retiree-and-near-retiree only guarantees
reduce potential PBGC termination liabili-
ties less substantially than the 50 percent
and post-ERISA guarantees. The present value
of termination liabilities decline from $4.8
billion under the current program to $1.0
billion under the 10 percent program phase-in
and $2.3 billion under the retiree only
options. Excluding large, broad-based plans
from the group of potential terminations
yields a reduction in termination liabilities
from $2.7 billion under the current program
to $718 million under the 10 percent program
phase-in and $1.1 billion under the retiree
only guarantees.
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e In contrast to the 50 percent and post-ERISA
options, the 10 percent program phase-in and
retiree only options require a level annual
premium that is still relatively high (in
excess of $11 per participant). Even with
these relatively high premium rates, the
guarantee options provide substantially lower
benefit security than the current program --
a range of from 54 percent of vested benefits
paid under the 10 percent phase-in to 72 per-
cent under the retiree only option.

e Finally, the possibility that plans might
defer termination to take advantage of higher
guarantees in later years under the 10 per-
cent program phase-in poses a substantial risk
to the PBGC. By deferring termination, plans
can increase their guarantees from 54 percent
of vested benefits to 71 percent. Furthermore,
because the assets of many of these plans may
be depleted under the deferred termination
assumption, PBGC termination liabilities and
the premiums required to finance them are much
higher than guarantee options which provide an
equivalent level of benefit security.

This analysis suggests several conclusions about
the reduced modified guarantee options. First, in most
cases, there is a direct relationship between the level of
PBGC termination liabilities and the degree of benefit secu-
rity afforded by the guarantee. Under options which provide
a high level of benefit security, PBGC termination liabili-
ties and the premiums required to finance them are also high.
Where guarantee options provide a lower level of benefit
security, PBGC termination liabilities and required premiums
are correspondingly lower.

Second, over the range of options and assumptions
examined in this preliminary analysis, it will be quite dif-
ficult using modified guarantees alone to provide a termina-
tion insurance program that provides even a modest guarantee
of unfunded benefits and that can also be financed primarily
from annual premium collections. It appears that the only
reduced guarantees which can be financed for less than §$10
per participant per year are those which provide very little
guarantee of unfunded vested benefits. Thus, the reduced
modified guarantee options will probably have to be combined
with other changes in order to achieve a self-financing ter-
mination insurance program.
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Finally, reduced guarantee options that are phased-
in over a period of time may pose a major risk to the insur-
ance system. If plans defer termination to take advantage
of higher guarantees in later years, termination liabilities
rise substantially, not only because participants in these
plans receive additional benefits, but also because the fund-
ing status of the plans would tend to decline over time.

4., Alternative Employer Liabiilty Limitation

The current program limits employer liability in
the event of plan termination to 30 percent of an employer's
net worth. The study examined the impact of eliminating the
net worth limit by approximating employer liability payments
as the present value of expected plan contributions, assuming
the continued operation of the plan. These estimates were
based upon projected trends in active participation in the
terminated plans and reflect the possibility that employer
liability payments under this approach would be somewhat
higher than under the current program. The results of this
analysis are shown in Table 2.

This alternative employer liability limitation sub-
stantially reduces PBGC termination liability and annual
premium requirements below those under the current employer
liability limitation. Specifically, the analysis shows
that:

® The present value of PBGC termination liabil-
ities under the modified guarantee decline
from $3.9 billion under the current employer
liability limitations to $1.2 billion under
the alternative employer liability limitation.
Excluding large, broad-based plans from the
group of plans assumed to terminate reduces
the present value of PBGC termination liabil-
ities under the modified guarantee from $2.0
billion under current employer liability
limitations to $702 million under the alter-
native. Premiums would be substantially
reduced under this alternative: from $64 to
$20 per participant for all potential termi-
nations, and from $33 to $12 per participant,
if broad-based plans are excluded.

® Under the reduced modified guarantees, the
impact is equally significant. For example,
under the 50 percent guarantee program, the
present value of PBGC termination liabilities
decline from $114 million under current
employer liability limitations to $15 million
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under the alternative limitations for all
potential terminations. If we assume that
large, broad-based plans would not terminate,
PBGC termination liabilities would be reduced
to $11 million. The level annual premiums
required to finance these liabilities under
alternative employer liability limits decline
substantially to less than $10 per participant
under all reduced modified guarantee options
except the 10 percent program phase-in assum-
ing deferred termination.

Thus, the alternative employer liability limitations
have a substantial impact on potential PBGC termination
exposure, but little if any impact on benefit security, un-
less we assume that fewer plans terminate under the more
stringent employer liability option. Because of the lack of
financial data on employers, there is some uncertainty about
the expected collectibility of employer liability payments
under both the current and alternative employer liability
limitations. Furthermore, because increased employer liabil-
ity may have a major impact on trustees' decisions regarding
plan termination, it is difficult to estimate whether and how
the assumed plan terminations might change under the differ-
ent guarantee and employer liability options.

5. Reorganization

The current program offers plans no intermediate
option between continued operation and termination. One
program alternative would allow plans identified by a set of
PBGC reorganization tests to make adjustments in benefit and
contribution levels in order to improve their financial posi-
tion. Plans unable to meet benefit commitments after reor-
ganizing would be eligible for PBGC assistance in the form
of loans until they could achieve self-sufficient operations.
This reorganization alternative could be established in place
of the current termination insurance program, or in combina-
tion with termination insurance but at reduced guarantee
levels for plans which fail to reorganize. These options are
intended to encourage plan continuation and to provide par-
ticipants with a high level of benefit security through
financial assistance to ongoing, needy plans.

The availability of reorganization to plans in finan-
cial distress has a significant impact on PBGC liabilities
and insurance premiums. Table 3 shows these estimates and
summarizes the impact of reorganization on the modified
guarantee options and on the alternative employer liability
limitation. The costs of reorganization alone are shown in
Table 2. Specifically, the analysis of the reorganization
options shows that:



EN S YR TR}

IMPACT OF REOR! ZATION ON PBGC TERMINATION
LIABILITY AND PRE| S_UNDER _ALTERNATIVE PROGRAMS

No Reorganization Option 1/
(Premiums Only) =

Plans Reorganization Option with Termination Guarantees
Identified by Plans Identi- (PBGC Liabilities and Premiums) 1/
Termination fied Less Large, Plans Identified by Plans Identifled Less
Screen Broad-Based Plans Termination Screens Large, Broad-Based Plans
($ Per Person) ($ Per Person) Liabilities Premiums Liabilities Premiums
($ million) ($ Per Person) (S million) (S Per Person)
Current Program 79.50 44.56 3,427 54.40 1,817 28.81
Revised Program
e Current Employer Liability
Limitation2/
-- Modified Guarantee3/ 63.56 33.08 2,727 43.65 1,377 22.33
-- Reduced Modified
Guaranteesd/
1) 50% Guarantee 1.88 .56 253 2.88 82 .99
2) 10% pPhase-in 16.61 11.83 1,102 16.87 649 10.33
3) 10% Phase-In with
Deferred Termi-
nation 46.24 29.25 2,008 31.80 1,242 20.10
4) Post-ERISA 2.44 2.34 371 4.83 200 2.93
5) Retirees and Near
Retirees Only 38.33 17.73 1,765 27.80 761 12.18 L
® Alternative Employer 3
Liability Limitation5/ !
~- Modified Guarantee 19.50 11.57 680 9.92 221 3.28
-- Reduced Modified
Guarantees
1) 50% Guarantee .25 .18 228 2.47 64 .69
2) 10% Phase-In 2.21 2,21 279 3.29 114 1.51
3) 10% Phase-In with
Deferred Termi-
nation 17.44 12.82 497 6.90 285 4.33
4) Post-ERISA .10 .10 228 2.47 64 .69
5) Retirees and Near
Retirees Only 8.36 4,37 452 6.16 72 .82

1/ Estimates reflect the average level premium required to amortize the termination liability over a l0-year period, assuming
an average of 8 million participants in non-terminated plans. Premiums under reorganization reflect the subtraction of
termination liabilities of reorganized plans and the addition of their reorganization assistance costs.

2/ Assumes that PBGC collects an amount from employers up to the current 30 percent net worth limitation on employer liability;
this was approximated by an amount equal to 25 percent of unfunded vested liabilities for most plans, and 75 percent for those
in industries where available data indicated substantial net worth.

3/ Modified guarantees assume an increase in funding requirements, a three year delay on phase-in of guarantees of benefit
increases and elimination of the $20 phase~in rule for guaranteeing benefit increases.

4/ Reduced modified guarantees reflect both the program changes identified under modified guarantees and the reduced benefit
guarantees described in Part 1V.

5/ Assumes elimination of the net worth limit, and that employers are liable up to 100 percent of the plan asset insuffi-

ciency; estimated collectible employer liability was approximated by an amount equal the present value of expected plan
contributions under the current program, based upon projected trends in active participation.
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® Under a program consisting only of reorgani-
zation assistance and no guarantee of benefits
for terminating plans, the present value of
PBGC liabilities can be reduced substantially
from $4.8 billion under the current program to
$228 million under reorganization. Excluding
large, broad-based plans from the group of
plans assumed to terminate produces a reduction
from $2.7 billion under the current program to
$64 million under reorganization. The annual
premiums under this option would range from
$.69 to $2.47 per participant depending upon
whether or not large, broad-based plans are
excluded from the group assumed to terminate.

e Under current guarantee levels and current em-
ployer liability rules, the reorganization
assistance costs for plans assumed to reor-
ganize are substantially lower than their
termination liabilities. For example, under
the modified guarantee, the present value of
reorganization assistance liabilities are
$228 million, whereas the termination liabil-
ities of all plans meeting the Level II
reorganization test are approximately $1.4
billion under current employer liability rules
(see Table 11 in Appendix XIV). The termina-
tion liabilities only for those reorganized
plans that are assumed to receive PBGC assist-
ance are equal to $836 million.

e Under a program of revised guarantees for ter-
minating plans and guarantees at the current
level for reorganizing plans requiring assist-
ance, PBGC liabilities can be reduced from a
range of $1.8 to $3.4 billion under the cur-
rent program to between $64-$228 million under
the 50 percent and post-ERISA guarantees and
$221-$680 million under the modified gquarantee
alone, assuming the alternative employer
liability rule. The annual premiums under
this option would range from $.69 to $2.47
under the 50 percent and post-ERISA guaran-
tees, to between $3.28 and $9.92 under the
modified guarantee alone.

Thus, whereas the reduced guarantee options decrease PBGC ter-
mination liability primarily at the expense of retirees, and
the alternative employer liability limitation reduces the
liability primarily at the expense of employers, reorganiza-
tion provides a high level of benefit security to the most
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needy plans at a cost falling more equally on all parties.
Furthermore, this option encourages participants and employ-
ers in other distressed plans to negotiate appropriate plan
adjustments to ensure continued plan solvency.

6. Categories of Termination Potential

Except for the reorganization option, the above esti-
mates of PBGC termination liabilities, premium requirements,
and percent of vested benefits paid reflect the assumption
that all of the plans identified by the termination screen
actually terminate, or alternatively that these plans less
large, broad-based plans actually terminate. Although this
represents a useful starting point, these assumptions do not
accurately reflect the different potential for termination
within the group of plans identified by the termination
screen. Because the estimates above assume that all plans
identified by the screen have an equal potential for termi-
nation, they tend to overstate the PBGC termination liabil-
ities and premium requirements for each option.

To examine termination insurance costs under differ-
ent assumptions for the incidence of termination, the 166
plans previously identified by the primary termination screen
were categorized into four groups on the basis of their
relative termination potential:

e Highest Potential (9 plans): This category
includes only plans identified by the termina-
tion screen that are predicted to become
insolvent over the 1l0-year forecast period.

e High Potential (51 plans): This category
includes only local or regional plans (i.e.,
all plans that are not large, broad-based
plans) that are identified for potential
termination in the first year of the forecast,
whose current liability for vested benefits
is less than 15 percent funded, or that cover
workers in industries with declining employ-
ment, as projected by BLS.

e Medium Potential (8 plans): This category
includes only large, broad-based plans that
meet one of the other conditions in the high
risk category above.

e Lowest Potential (98 plans): This category
includes the remaining plans out of the 166
identified by the screen and is comprised of
both local or regional and large, broad-based
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plans that were identified for termination
after Year 1 of the forecast, whose current
liability for vested benefits is in excess of
15 percent funded, and that cover workers in
industries that are not expected to decline,
as projected by BLS.

The characteristics of the plans in each of these groups are
shown in Table 4.

This presentation of PBGC termination liability and
premiums required under the current program indicates the
wide range of uncertainty inherent in the cost estimates.

If only the nine plans in the highest group terminate,
required annual PBGC premiums could be in the $9 per parti-
cipant range; however, if all plans identified by the termi-
nation screen terminate, the premiums could be in the $80
range. The analysis shows that:

e The group of 166 plans assumed to terminate
represents approximately 10 percent of all
plans in the multiemployer plan universe, 15
percent of all participants, and 27 percent of
total unfunded liability for vested benefits.
Under the current program, these plans would
yield a PBGC termination liability of $4.8
billion and a required annual premium of $80
per participant.

e Excluding the plans with the lowest termina-
tion potential leaves a group of 68 plans
representing approximately 4 percent of all
plans, 13 percent of all participants, and 20
percent of total unfunded liability for vested
benefits. Under the current program, these
plans would produce a PBGC termination liabil-
ity of $3.5 billion and a required annual
premium of $58 per participant.

® The 60 plans in the two highest termination
risk groups represent 3.5 percent of all
plans, 4.4 percent of all participants, and
12 percent of total unfunded liability for
vested benefits. Under the current program,
these plans would produce a PBGC termination
liability of $1.9 billion and a reguired
annual premium of $31 per participant.

e Finally, the nine plans in the highest termi-
nation risk group represent less than one
percent of all plans, 1.4 percent of all



TABLE 4

DISTRIBUTION AND CHARACTERISTICS OF ALL PLANS
ASSUMED TO TERMINATE BY CATEGORY OF TERMINATION POTENTIAL

PBGC

Category of Number of Unfunded Liability Terminatio / Annuall/
Termination Number of Participants for Vested Benefits Liability~ Premiums
Potential Plans (000) ($ millions) (¢ millions) {$ per person)
Highest2/ 9 112 2,032 562 9.26
High3/ 51 250 1,994 1,322 21.79
Medium4/ 8 680 2,705 1,610 26.53
Lowest5/ 98 216 2,255 1,330 21.92
Total 166 1,258 8,986 4,824 79.50
Total less large,
broad-based plans 156 473 4,318 2,704 44,56

=291~

Under current program and assuming current employer liability limitation.

Oonly plans identified by the termination screen that are predicted to become insolvent during the
10-year forecast period.

Only those plans identified by the termination screen that are local or regional plans (i.e., all
plans that are not large, broad-based plans) that are identified for potential termination in the
first year of the forecast, whose current liability for vested benefits is less than 15 percent
funded, or that cover workers in industries with declining employment, as projected by BLS.

only large, broad-based plans identified by the termination screen that meet the conditions in the
high category, as described in footnote 3 above.

Remaining plans out of those identified by the termination screen, comprised of both local or
regional and large, broad-based plans that were identified for termination after Year 1 of the
forecast, whose current liability for vested benefits is in excess of 15 percent funded and that
cover workers in industries that are not expected to decline, as projected by BLS.
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participants, and 6.1 percent of total un-
funded liability for vested benefits. Under
the current program, these plans would produce
a PBGC termination liability of $562 million
and a required annual premium of $9 per
participant.

Table 5 shows a bar graph which reflects the varia-
tion in premiums due to the differences in termination
potential for selected program options. Because premium
requirements under the 50 percent and the post-ERISA reduced
guarantee options were uniformly less than $3 per participant,
we did not examine the premiums required under these programs
by category of termination potential. (See Tables 32 and 33
in Appendix XIV for detailed estimates under all options.)
The bar graph shows that, despite the availability of detail-
ed cost estimates, it is extremely difficult to estimate the
most likely expected cost of the current termination insur-
ance program as well as selected program options due to this
uncertainty about plan termination potential. The potential
variation in liabilities and premiums due to differences in
termination potential alone is too large to permit a single
estimate of program cost.



TABLE 5

ALLOCATION OF PREMIUM COSTS FOR PLANS ASSUMED
TO TERMINATE UNDER SELECTED PROGRAM OPTIONS BY
CATEGORY OF TERMINATION POTENTIAL1l/

Required 2/
Annual Premium~ 80
($ per person)
} 4.
60 +
i
as 1 KEY
BUBI ! ge
40— - l l Lowest Termination
il
T iy Potential
ij—;L—J
. '////, Medium
20 — High
: pam
i Highest
5 hngm:
o4 :
I Ra S Eg
Current Modified 108 108 Retiree
Program Guarantee Phase-~ Phase-In Only
In Assuming
Deferred
Termination

Excludes plan reorganization option, but includes current and alternative employer liability limitations.
For each guarantee option, the left-hand column indicates premium requirements under current employer
liability limitations, whereas the right-hand column shows the premiums under alternative employer
liability limitations.

For example, under the current program with the current employer liability limits, the required annual
premium is approximately $80 per participant. Excluding the lowest potential group reduces the required
annual premium to approximately $58 per participant. The premium cost for the two highest potential
groups is approximately $31 per participant and for the highest group, approximately $9 per participant.

_79‘[_
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Introduction

There has been considerable public and Congressional
concern over the magnitude of unfunded vested
liabilities in multiemployer pension plans and

the consequent potential impact of the termination
insurance program of Title IV of the Employee
Retirement Income Security Act of 1974 (ERISA). This
concern is due largely to extreme uncertainty as

to the potential cost of the termination insurance
program, and the impact that this program may have
on the incidence of terminatiors, plan creations,
and expansions in plan coverage and benefits.

In order to assess the potential cost of the program,
the Pension Benefit Guaranty Corporation (PBGC) has
conducted a study, based on available data in a
sample of plans, on potential multiemployer plan
liabilities under Title IV. This study covered
potential terminations due to financial hardship
only. The study did not attempt to estimate
liabilities in plans terminating for other reasons,
because of the impossibility of estimating the
incidence of such terminations on the basis of
available plan and industry data, and the limited
historical data on multiemployer plan terminations.l/
Reasons for termination other than financial hardship
would include ERISA generally, and Title IV in particular;
a change in the bargaining representative which may
occasion the establishment of a new plan; dissolution
of the employer association party to the plan; or

a vote by union members to terminate pension coverage
in favor of higher wages or other fringe benefits.

Summary of Findings

The PBGC study shows that:

eAbout 2% of all multiemployer plans, covering
about 5% of all participants in such plans, are
experiencing extreme financial hardship,
indicating a high potential for plan termination
within the next 5 years. The aggregate unfunded
vested liabilities of these plans in 1977
exceed $350 million.

1/ The fact that the study did not attempt to estimate potential

terminations due to other than financial hardship does not
mean that such terminations may be insignificant, either in
terms of number or amount of unfunded vested liabilities.
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e Another 10% of all multiemployer plans, with 15%

of all participants in such plans, are experiencing

significant financial hardship which may result
in plan termination, although not necessarily
in the near future (within 5 years). These
plans currently have aggregate unfunded vested
liabilities of about $3.5 billion.

In summary, approximately one-eighth of all multi-
employer plans, covering one-fifth of participants

in such plans, are experiencing significant financial
hardship which may result in plan termination. The
extent to which such plans will actually terminate
depends in part on future economic developments in
their industries, the possibility of merger into
another plan, union organizing efforts, and

future legislative developments relating to
multiemployer plans.

Overview of Methodology: Characteristics of Multi-
employer Plans and of Potentially Terminating Plans

Approximately 7.7 million persons currently partici-
pate in about 2,000 defined benefit multiemployer
pension plans covered by Title IV of ERISA. Table 1
shows the percent distribution of plans and partici-
pants, by industry. Table 2 shows multiemployer
plans and participants as a percent of all defined
benefit plans and participants, by industry.

A distinctive feature of multiemployer plans is the
sharing of liability for payment of benefits among
employers, typically through payment of an hourly-
rate contribution during an employer's period of
participation in the plan. This method of financing
normally assures that benefits of participants who
work in covered employment will be provided
regardless of whether or not their employer continues
to contribute to the plan. However, this financing
arrangement also results in employers assuming the
burden for providing benefits for participants whose
employers have ceased contributing to the plan.
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The probability of a multiemployer plan terminating
is strongly affected by industry economic
characteristics and plan financial characteristics.
Industry economic characteristics, including past
and future trends, are most determinative of
termination, since the size of the plan, contribution
levels, and the ability of employers to continue

to support the plan are largely dependent on
whether the industry is expanding or contracting.
Plan financial characteristics are to a large
extent a function of past industry economic
characteristics. The sample used to identify

potegtial plan terminations consegquently placed
gpec1al.emphasis on identifying plans in declining
industries (i.e., industries which have experienced

sharp declines in employment over the past 10-15
years) .

Three selected plan characteristics, which are
igdicative of plan viability, were used to measure
financial hardship which may result in plan termination.
These characteristics are:

e the proportion of retired and terminated
vested participants relative to total
participants (former employees to total
participants),

e the level of plan assets relative to annual
benefit payout regquirements (plan assets
to benefits), and

e the net cash inflow (or net cash outflow)

relative to total plan assets over several
vears (net cash flow). £

Former Employees to Total Participants:

The proportion of retired and terminated vested partici-
pants relative to total participants frequently

reflects employment trends. Declining employment

in an industry would generally result in a

decline in the number of actively employed

2/ These 3 characteristics are not the only ones that can be

T used to measure plan viability; other factors, such as
actuarial data, also provide measures of plan viability.
The choice of these 3 characteristics as the primary
indicators of plan viability was based on the ready
availability of data, and the fact that these characteristics
can be used to approximate other relevant factors, such
as plan funding level.



participants (i.e., the contribution base), and
in a stable or increasing number of retirees
and terminated vested participants. This would
result in a high proportion of retired and
terminated vested participants and may indicate
a potentially weak plan (i.e., one with a

large past service burden for participants

no longer in covered employment that must be
supported by current contributions). For
purposes of this study, this ratio was
considered high when it exceeded the average

for all multiemployer plans (16.7%). Plans
at or below the average were not considered to
be potential terminations. These plans were not

analyzed further. A high ratio, however, is not
by itself a sufficient indicator of financial
weakness. This ratio must be viewed in light

of the plan's funding status.

Plan Assets to Benefits:

The level of plan assets relative to annual benefit
payout reguirements was used as an approximate

measure of the funding of liabilities attributable

to retired and terminated vested participants.

This measure also can be used to indicate the

length of time that payments can continue if
contributions ceased. If current plan assets are
sufficient to pay out current annual benefit reguire-
ments for more than 15 years then it is safe to assume
that the plan has more than funded the liabilities of
the current pensioners.3/ Furthermore, with

this level of plan assets, the higher the proportion
of retirees, the greater the funding level of the plan.

Net Cash Flow:

Net cash flow relative to plan assets indicates trends
in the funding status of the plan. Over several
years, a high positive ratio generally indicates
improved funding, while a low positive or a negative

3/ The future life expectancy of a 65 year-old pensioner
is about 15 years.
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ratio suggests relatively weak funding. Also,

a negative ratio which is anticipated to continue
in the future would provide a means to identify
the point in time at which the plan will become
insolvent.

Table 3 shows the distribution of all covered
defined benefit multiemployer plans with respect
to each of these plan characteristics.

As previously mentioned, plans with a ratio of
retired and terminated vested participants

below 16.7% and plans with a level of assets
sufficient to cover at least 15 years of

current benefit payments were not considered to

be potential terminations.4/ This process removed
nearly 75% of all multiemployer plans from further
consideration.

Of the remaining plans, those with a ratio of
retired and vested participants to total
participants greater than 50%, a ratio of

plan assets to benefit payments less than 5
years, and a ratio of cash flow to plan assets
less than 10%, were considered as having a
significant potential for termination based

on the extreme disparity in the value of these
ratios for these plans compared to all plans.

For those plans outside these ranges, determination
of the plan's status in regard to potential for
termination was based on an analysis of the three
ratios, changes in these ratios over several years,
and whether or not the plan was in a declining
industry.

Finally, all plans identified as potential terminations
because of financial hardship were then grouped in

terms of degree of hardship. Plans at or near

the extreme levels of each of the plan characteristics
and within declining industries were considered to

have the highest potential for termination. Table 4
shows comparative financial characteristics of these and
all other multiemployer plans. The first category,

high potential terminations, includes about 2% of all

4/ Consideration was given to terminated vested partici-
pants as well as retired participants.
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multiemployer plans, with a total unfunded vested
liability of more than $350 million. The

second category, plans with a significant potential
for termination, includes 10% of all plans,

with a total unfunded vested liability of about
$3.5 billion.

Impact of Termination Insurance Program

The potential unfunded vested liabilities in plan
terminations because of financial hardship may be
nearly $4 billion. Under Title IV of ERISA, these
unfunded liabilities, to the extent guaranteed, are
allocated among employers contributing to the plan
in the 5 years immediately preceding plan
termination. Each such employer is liable to

the PBGC for the amount of his allocable share,
limited by 30 percent of the employer S net worth.
Unfunded guaranteed benefits in excess of recoverable
employer liability are financed by the premlum
system. These statutory provisions may impose
heavy burdens on employers in terminating plans

as well as on employers contributing to financially
weak on-going plans.

The precise financial impact on an employer contri-
buting to one of these terminating plans depends on
the amount of unfunded guaranteed benefits allocated
to that employer relative to that employer's
financial position. The most severe adverse impact
on employers probably will occur in poorly funded
plans in declining industries, because unfunded
guaranteed benefits typically would be allocated
among fewer employers as a result of previous
withdrawals and reductions in the entry of new
employers. Many of the remaining employers in such
situations are likely to be financially weak, so
that the imposition of liability will be extremely
burdensome.

Because of this potentially adverse financial impact,
the termination insurance program, as presently
structured, may adversely affect the growth and
continuance of covered multiemployer defined benefit
plans. Potential employer liability may be an
incentive to early withdrawal from plans and may be
an inducement to termination of an otherwise viable
plan. Early withdrawal or termination may be
advantageous where continuation of the plan would
result in increases in employer liability. Such
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increases may occur because of higher vested benefits,
phase-in of guarantees of benefit increases, or

a reduction in the plan contribution base as a

result of declining employment or withdrawal of
employers.

Potential employer liability also may act as a
barrier to entry into existing plans and
establishment of new covered plans. Employers
seeking to avoid participation in a covered
multiemployer plan may decide to provide
alternative benefit arrangements (e.g., a profit-
sharing plan), or may even decide to operate

a non-union shop. Withdrawals, terminations

and failure of employers to enter or establish

a covered plan deprive workers of the opportunity
to enhance their retirement income security
through participation in such a plan. Moreover,
these results may have the effect of reducing

the contribution base for the plan, even where

an industry decline is not involved.

Although employer liability can be very burdensome
on employers in terminating plans, it is antici-
pated that unfunded guaranteed benefits frequently
will exceed, by a substantial amount, recoverable
employer liability. Consequently, most of the
burden of financing benefit obligations in these
plans will have to be borne by the premium
system. ERISA provides for annual payment of a
$.50 per participant premium by multiemployer
plans. Based on the 7.7 million multiemployer
plan participants covered by Title IV in 1976,
these premiums are sufficient to support less
than $4 million in annualized claims. Clearly,
if the terminations estimated in the study are
realized to any significant extent, the need for
additional financing of the PBGC program for
multiemployer plans will increase dramatically.
The program's financing requirements would be
further increased by unfunded liabilities in
plans terminating due to unexpected future
declines in industries or for reasons other than
financial difficulties. 1Indeed, in some
circumstances, the disruptive effects of
employver liability discussed above, may act

as a catalyst for termination.



Thus, because of the magnitude of the potential
liabilities of terminating multiemployer plans
and its impact on the current insurance program
and employers, and because of the potentially
adverse impact of Title IV on the growth and
continuance of multiemployer plans, it is
essential that a serious and immediate re-
examination be undertaken of the provisions

of Title IV applicable to these plans.



Table 1. Percent Distribution of Defined
Benefit Multiemployer Plans and Participants,
by Industry, 1976

Percent
distribution of
2,000 covered

Percent
distribution of
7.7 million

Industry plans participants

Total, all industries 100.0 100.0
Manufacturing 14.1 22.7
Construction 50.3 27.5
Transportation 7.5 20.8
Communications and

Utilities 1.5 0.3
Services 12.2 10.4
Trade 8.4 8.3
Other and Unknown 6.0 9.5

Source: Based on data from PBGC-1 Forms providing estimated
participation for payment of premiums for coverage under
the termination insurance program for plan years

beginning during the period September 2,
September 1, 1976.

1975 through




Table 2. Multiemployer Plans and Participants as a
Percent of all Defined Benefit Plans and

Participants, by Industry, 1976

Multiemployer
plans as a percent

Multiemployer plan
participants as a
percent of all

Industry of all plans participants

Total, all industries 2.8 24.6
Manufacturing 1.3 12.1
Construction 24.8 98.6
Transportation 8.4 74.7
Communications and

Utilities 1.8 1.4
Services 2.6 46.1
Trade 1.3 28.8
Other and Unknown 0.6 10.9

Source: Based on data from PBGC-1 Forms providing estimated
participation for payment of premiums for coverage
under the termination insurance program for plan
years beginning during the period September 2, 1975
through September 1, 1976.
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Table 3. Distribution of Multiemployer Plans
by Select Plan Characteristics

Select Plan Characteristics Percent of Plans

Retired and terminated
vested participants to
total participants

less than 25% 80.5%
25 - 49% 15.8
50 - 74% 2.8
75 -100% 0.9

(Average ratio (mean): 16.7%)

Plan assets to annual benefit
payout regquirements

less than 5 years 10.2%
5 - 10 years 21.3
10- 15 years 16.3
greater than 15 years 52.2

(Average span (mean): 23.6 years)

Net cash flow to plan assets

less than 10% 26.4%
10 - 19% 42.4
20 - 29% 22.1
30% or greater 9.1

(Average ratio {(mean): 15.9%)

Source: Based on data from D-2 annual reports filed with the
Department of Labor under the requirements of the

Welfare and Pension Plans Disclosure Act (WPPDA).
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Table 4. Comparative Financial Characteristics
of Potential Multiemployer Plan Terminations
and the Multiemployer Plan Universe, 1977

rﬁ Plan Assets
Category of to Annual
Termination Risk Retired and Terminated Benefit Net Cash
Based on Degree of Vested Participants Payout Flow to
Financial Hardship to Total Participants Reguirements Plan Assets

Plans with a

high potential of

termination

(2% of all plans;

5% of all partici-
pants) 58.8% 3.6 years - 27.4%

Plans with a
significant
potential of
termination

(10% of all »lans;
15% of all partici-
pants) 41.7% 7.9 years 5.1%

All other plans 12.5% 2.9 vyears 18.6%

All multiemployer
plans (average) 16.7% 23.5 years 15.9%

Source: Based on data from D-2 annual reports filed with the
Department of Labor under the requirements of the
Welfare and Pension Plans Disclosure Act (WPPDA).

GPO 926 595






APPENDIX II

SIZE AND GEOGRAPHIC SCOPE OF
MULTIEMPLOYER PLANS

1. Size of Multiemployer Plans 1/

a. Number of Participants

Multiemployer plans are, on the average, much
larger than non-multiemployer plans. The mean number of
participants in the 2,000 multiemployer pension plans
covered by PBGC (covered plans) is about 3,500, and the
median coverage of such plans is 800. In contrast, the mean
and median number of participants in non-multiemployer
covered plans is 350 and 22, respectively.

As is shown in Table 1, only 10 percent of covered
multiemployer plans have less than 100 participants, and
these plans contain only one-tenth of one percent of all
participants in such plans. About 30 percent of covered
multiemployer plans with nearly 16 percent of all partici-
pants, have 1,000 to 5,000 participants. Less than three
percent of plans have 25,000 or more participants, but these
plans contain over one-half of all participants in covered
multiemployer plans.

Table 1.
Distribution of Covered Multiemployer Plans and
Participants, by Number of Participants, 1976

Number of Percent of Percent of
participants plans participants

All covered

multiemployer plans 100.0 100.0
Less than 100 10.4 0.1
100-499 29.8 1.8
500-999 16.6 2.7
1,000-4,999 29.8 15.5
5,000-24,999 10.7 25.8
25,000 or more 2.7 54.1

Source: PBGC-1 forms for the plan year ending on or
before September 1, 1976.

1/ All data in this section are based on data from PBGC-1
forms for the plan year ending on or before September 1, 1976.



The industry distribution of multiemployer plans
tends to follow the nature of collective bargaining relation-
ships. Where multiemployer bargaining is prevalent (e.g.,
construction, mining, transportation, and apparel), the
unions and employers have established multiemployer plans.

In contrast, in those industries in which single employer
bargaining predominates (e.g., durable manufacturing industries
such as automobiles, primary metals, and electrical), single
employer plans are the norm.

While multiemployer plans tend to be associated
with a single industry or craft, there are a number of plans
which cover workers in different industries, or in different
crafts. The most prominent example of a multi-industry plan
is the Western Conference of Teamsters, which covers motor
vehicle transportation, construction, food processing,
trade, and various other industries. Multi-craft plans,
which cover different unions, are found in construction,
primarily in the Western states.

3. Geographic Scope

The geographic scope of multiemployer plans
varies from plans covering a single locality, to national
plans covering an entire industry, and often reflects the
geographic scope of the bargaining agreement. Local plans
normally involve a single local union or district council
and cover all employers signatory to agreements with the
local or district council. Plans in the construction
industry have tended to be established on a local basis,
since the loci of bargaining has traditionally been at the
local or district council level. Next in terms of scope of
coverage are regional plans. These plans may cover a number
of locals or district councils in a state or in several
states. Examples of multi-state regional plans are the
various teamsters conference plans. Industry wide or national
plans may cover all workers under collective bargaining
agreements with a particular union, or they may cover only
local unions or subordinate bodies which agree to participate
in the plan, with nonparticipating locals maintaining their
own multiemployer plans.



b. Number of Contributing Employers

The number of employers contributing to the 2,000
covered multiemployer plans ranges from two employers to over
10,000. The median number of contributing employers is
nearly 50. About eight percent of the plans have 500 or
more contributing employers and such plans contain nearly 60
percent of all participants in covered multiemployer plans.

2. Industry

Multiemployer plans are concentrated in industries
characterized by seasonal or irregular employment, or small
firms, where because of the nature of employment or the size
of the employer it would be impractical or too costly to
establish a single employer plan. As shown by Table 2
below, just over one-half of all covered multiemployer
plans, with about one-fourth of participants, are in the
construction industry. Only 14 percent of the plans, and 23
percent of participants, are in manufacturing industries.
Within manufacturing, the industries in which multiemployer
plans are significant, relative to total multiemployer plan
coverage or employment in the industry, are apparel, textiles,
and printing and publishing. Nonmanufacturing industries,
other than construction, in which multiemployer plans are
significant are mining, water and motor vehicle transpor-
tation, and entertainment. 2/

Table 2
Percent Distribution of Covered
Multiemplover Flans and Participants,
by Incustry, 187¢

Percent of Percent of

Industry covered plans participants
Total, All Industries 100.0 100.90
Manufacturing 14.1 22.7
Construction 50.3 27.5
Transportation 7.5 20.8

Communications and

Utilities 1.5 0.3
Services 12.2 10.4
Trade 8.4 8.8
Other and unknown 6.0 9.5

Source: Based on data from PBGC~1 forms for the plan year
ending on or before September 1, 1976.

2/ See, for example, Multiemployer Pension Plans Under
Collective Bargaining, Spring 1960, Bureau of Labor Statistics,
Bulletin No. 1326, 1962; "Multiemployer Pension Plans,"
Monthly Labor Review, October 1974.







APPENDIX III

MULTIEMPLOYER PLAN DEFINITION--
ALTERNATIVE CONSIDERATION

The following is a discussion of a rejected
option for the multiemployer plan definition, considered by
the PBGC, under which the 50-75 percent contribution require-
ment of §414(f) (1) (C) and §414(2) (A) of the Internal Revenue
Code would be retained, but modified. 1/

Retention of percentage contribution test

Because the 50-75 percent test focuses on the
amount of contributions actually made, a plan may fail to
satisfy the test if there is one large contributing employer
and a number of employer withdrawals or a significant amount
of delinguent contributions in a plan year. This possi-
bility would be eliminated if the 50-75 percent contribution
test were changed to base the percentage on reguired
contributions in a plan year, rather than actual contri-
butions. 2/

Even if the test were based on required
contributions, however, there still would be situations
in which a multiemployer plan might be subject to the single
employer program one year and the multiemployer program the
next. 3/ Therefore, PBGC concludes that this option is
undesirable because it does not remedy the problems caused
by the 50-75 percent test.

1/ A similar modification would also be required in ERISA
§3(37).

2/ This standard could be difficult to apply because many
plans may not have the information needed to calculate
required contributions. Accordingly, it might be necessary
to adopt a test based on the percentage of active employees
in the plan working for an employer.

3/ There also would be situations where a portion of a
multiemployer plan might become subject to the non-multi-
employer program. Under certain circumstances, a newly
created single employer plan resulting from a transfer of
assets and liabilities from a multiemployer plan will be
considered a single employer plan. See Appendix XII, infra.



Two options for handling a plan's failure to
satisfy the 50-75 percent test were also considered. A plan
that fails to satisfy the 50-75 percent test could either
(1) thereafter be governed by and guaranteed under the non-
multiemployer program or (2) remain subject to the multi-
employer program on an ongoing basis but be guaranteed under
the non-multiemployer program if it failed to satisfy the
50-75 percent test in the plan year in which it terminated.
This question needs further consideration if the requirement
in Code §§414(f) (1) (C) and (2) (A) is retained.



APPENDIX IV

IMPLEMENTATION RULES -- MINIMUM FUNDING
STANDARDS

The PBGC is considering three changes in the
minimum funding standards.

First, amortization periods over which multiemployer
plans can fund would be reduced to those already established
under ERISA for "single employer" plans. This proposal could
be implemented by the following rules: 1/

® In the case of a plan which comes into existence
on or after July 1, 1979, the unfunded past service liability
under the plan on the first day of the first plan year would
be amortized over a period not to exceed 30 years (for plans
in existence before July 1, 1979, the period is 40 years).

®* Separately, with respect to each plan year beginning
on or after July 1, 1979, the net increase or decrease in
unfunded past service liability under the plan arising from
plan amendments adopted in such year would be amortized over
a period not to exceed 30 years.

¢ Separately, with respect to each plan year
beginning on or after July 1, 1979, the net loss or gain
resulting from changes in actuarial assumptions used under
the plan would be amortized over a period not to exceed 30
years.

®* Separately, with respect to each plan year, beginning
on or after July 1, 1979, the net experience loss or gain
under the plan, would be amortized over a period not to
exceed 15 years.

The second proposed change would restrict or
condition benefit improvements in some way when "excessive"
shortfall losses exist. This proposal could be implemented
by the following rules:

1/ The effective date could be delayed beyond July 1, 1979.

v



® Plans electing to use the current shortfall
method would be required to keep records for each year
of the unamortized portion of the accumulated shortfall
for the plan.

® For each plan year subseguent to the fourth
reporting year under Schedule B, Form 5500, the following
ratio would be calculated:

(1) the balance currently existing in the
shortfall account divided by

(ii) the sum of the minimum required contributions,
determined without regard to the shortfall
method, over the past five plan years.

® If this ratio is greater than 10 percent, the
plan would have "excessive" shortfall losses.

The third proposed change would establish a
minimum funding contribution. This proposal could be
implemented through the following rules:

* Separately, with respect to each plan year be-
ginning subsequent to the first collective bargaining agree-
ment after January 1, 1980, and January 1, 1983, respectively,
the minimum funding requirement for the plan in such year
shall be the greater of:

(i) the minimum funding requirement as calculated
without regard to the minimum contribution
requirement, or

(ii) the appropriate percentage from the following
table 2/ times the unfunded vested liabilities
as reported on Schedule B, Form 5500: 3/

2/ The minimum contribution requirement ("MCR") determined
from the above table is the amount that would begin to
amortize the unfunded vested liabilities over 20 or 15 years,
for the columns headed 1980 and 1983, respectively, at the
plan's valuation interest rate.

3/ Since the minimum contribution calculation is based on
unfunded vested benefits, Form 5500 would have to be revised
to require that information to be reported. If the plan
administrator shows that it is unreasonably costly to compute
vested benefits, the minimum contribution could be based on
unfunded accrued benefits.



Minimum Contribution Requirement
As a Percentage of Unfunded Vested

Liabilities
Plan's Net Valuation For plan years commencing after
Interest Rate for the first collective-bargaining
Liabilities agreement following January 1
1980 1983
43 7.08% 8.65%
4-1/2% 7.36% 8.91%
5% 7.64% 9.18%
5-1/2% 7.93 9.44%
6% 8.22% 9.71%



APPENDIX V

OTHER OPTIONS FOR MINIMUM FUNDING
STANDARDS FOR MULTIEMPLOYER PLANS

As stated in the body of this paper, if multi-
employer plans do not improve funding practices, major
revisions to strengthen funding standards may need to be
made. Some of those possible revisions appear below.

1. Tie amortization period to age composition.

The amortization periods over which a plan must
fund past service benefits for active employees could be
neither less than five years nor more than the difference
between:

a. the normal retirement age as specified in
in the plan, and

b. the average attained age of all active plan
participants.

Unfunded retired life liability would be amortized over 10
years.

This option has as its premise that funding of
liabilities should reflect the period in which benefits
become payable. The major drawback is that it would require
funding changes for all plans irrespective of whether such
changes are necessary to ensure sound funding.

2. Tie amortization period to current funding status.

Under the assumption that funding standards must
be stricter for poorly funded plans, the following approach
could be used in the selection of amortization periods:



If the Ratio of the Current Value The Amortization
of Assets to Vested Liabilities is Period must be
0 10 years
25% 15 years
50% 20 years
75% 25 years
100% 30 years

The problems with this option are that it may
create substantial increases in the contribution required
for those plans least able to afford them, and it does not
recognize the fact that a new plan with young participants
may have a low ratio of assets to benefit values.

There is insufficient justification at this time for such a
drastic change.

3. Vary the funding standard by type of benefit.

Under this option, benefits would be funded as
follows:

a. Unfunded vested liabilities would be funded
over a shorter period.

b. Benefits guaranteeable by the PBGC would be
funded more rapidly.

c. Shorter funding periods for benefit increases
covering past service would be required.

These changes could have a significant effect on
improving the funding status in many plans. At this time,
however, insufficient data exist to justify such changes.

4, Vary the funding standard according to the
type of plan.

Althdugh, administrative problems in basing funding
on the type of plan would militate against this approach,
several options exist. For future reference, these include:



a. separate standards for small plans and
large plans;

b. separate standards for negotiated plans
and non-negotiated plans;

c. separate standards for salaried plans and
non-salaried plans.

5. Revise the funding method.

Requiring that the shortfall account be fully funded
prior to granting of future benefit increases, would be a
"hardline" approach to the current problems associated with
the use of the shortfall method. 1If future experience shows
that most multiemployer plans are using the shortfall method
continuously and building up large unamortized shortfalls,
this approach may have to be implemented.

6. Miscellaneous changes.

One alternative would be to allow pre-funding of
future benefit increases for all plans just as salaried plans
do now (i.e., according to salary scale). This proposal has
two major drawbacks, however. First, it is difficult if not
impossible to select a reasonable projected benefit increase
scale. Second, this option would create problems for the
Internal Revenue Service concerning the maximum allowable
contribution level.

Another option would be to create a hypothetical
test valuation to be used periodically to monitor plan
funding. Several complex methods of measuring plan funding
have been identified during this study whereby a plan could
prove that its funding status is at least no worse than it
appeared at the last test valuation. Those plans failing
the test would be closely monitored and placed under stricter
funding standards.*

* This approach is being used in the Canadian pension
system.



APPENDIX VI

ADMINISTRATION OF REORGANIZATION

Some of the options for design of a multiemployer
program that are discussed in this report include the concept
of reorganization of financially distressed plans and finan-
cial assistance or higher termination guarantees for plans
that reorganize but nevertheless deteriorate to the point
that they are unable to pay benefits. This appendix discusses
identification of plans eligible for reorganization and
plans eligible for financial assistance or higher guarantees.
It also discusses administration of financial assistance to
reorganized plans.

A. IDENTIFICATION OF PLANS ELIGIBLE FOR REORGANIZATION AND
FINANCIAL ASSISTANCE, AND HIGHER TERMINATION GUARANTEES

Identification of plans eligible for reorganization
and financial assistance or higher termination guarantees
involves analysis of the financial status of multiemployer
plans. 1In defining the most suitable process for identification,
there are two issues to be resolved:

(1) What are suitable financial criteria for
identification?

(2) How should tests be designed to administer
the process and estimate the relevant criteria?

1. What are suitable financial criteria for
identification?

This report indicates two levels of reorganization
for plans in financial difficulty with different threshold
conditions for each level. It also indicates a third thres-
hold that reorganized plans must meet in order to qualify
for PBGC loans or higher termination guarantees.

Financial Assistance/Higher Termination Guarantees
would be provided to insolvent plans that have taken all
required reorganization measures. The report suggests that




insolvency could be defined as being unable to meet benefit
payments over a three to five year period, depending on the
duration of the current collective bargaining agreement(s).
This condition would be readily apparent, and a plan that
qualified would therefore approach the PBGC for financial
assistance needed to pay guaranteed benefits. 1/ If the
program is designed to pay higher termination guarantees to
plans that reorganize, PBGC would automatically pay those
higher guarantees to plans that qualify.

Level II reorganization is intended to identify
plans that are not yet insolvent but that are in imminent
danger of insolvency. Imminent danger of insolvency should
be readily apparent by examination of present cash flow and
the likely cash flow for the next few years. In order for
corrective measures to have any chance of saving a plan, the
plan must be identified and corrective action begun soon
enough for it to be effective. An appropriate threshold for
Level II might be that the plan is likely to exhaust its
assets within seven years unless corrective action is taken.
This period of time probably would span two to three collec-
tive bargaining agreements.

Level I reorganization is an early warning for
plans that are headed for insolvency in the intermediate
future unless some corrective action is taken. Identifi-
cation of plans at the Level I reorganization threshold
would be more difficult than at Level II. Attempts to
project cash flow beyond a relatively short period of time
are very imprecise and/or subjective. For example, any such
attempt requires that a plan's contribution base be pro-
jected for some 15-20 years. Such a projection is

1/ Assistance or higher termination guarantees would be
provided only if the plan reorganized under Levels I and II.
Plans that are insolvent when the program is adopted would
gqualify for PBGC financial assistance/higher termination
guarantees if they reorganize under special procedures to be
established for such plans.



difficult because it involves both macro-economic and micro-
economic factors which are themselves difficult to forecast.
The alternative of a projection based on past trends is an
objective, if necessarily imprecise, test. This should
probably be used in lieu of a more ambitious, and possibly
invalid, test based on economic projections. 2/

Nevertheless, since the ultimate criterion of
financial strength or weakness is future cash flow, and
since projections of future cash flow provide a more sen-
sitive test (i.e., positive actions of the plan are re-
flected as well as negative actions) than other tests, 3/
future cash flow is the most suitable criterion for Level I
identification as well as for Level II. The only
difference between the levels is the number of years before
a plan is projected to exhaust its funds. For a Level I
threshold, a longer period would be projected for exhaustion
of assets, say 15 or 20 years. There may be situations in
which a plan has very low assets relative to its benefit
payment commitments but would not trigger an early warning
signal based on a cash flow threshold test because contri-
butions are high. For such situations it would not be
prudent to rely solely on a cash flow projection to signal
whether the plan should consider reorganizing. The ratio
of assets to annual disbursements will identify a plan in
this situation. A low ratio, e.g., seven years or less,
indicates a plan that relies heavily on current contributions

2/ It is possible that plan data may not be correlated
with industry prospects because the scope of plan coverage
may be only a segment of the industry. For example, certain

segments of an industry, e.g., residential construction, may
be declining while another segment, e.g., commercial, is
expanding.

3/  Other tests based on the plan's current financial
ratios (e.g., a test using the ratio of assets to disburse-
ments and of active to total participants) provide a simpler
measure o0f overall plan condition. Unfortunately, these
tests do not work well in identifying plans eligible to come
out of reorganization as well as plans to go into reorgani-
zation. Corrective measures taken by a plan may not show up
in the assets/disbursements ratio for many years, and

cannot influence the active/total participants ratio, which
is generally outside the plan's control.



to make current benefit payments. Its financial prospects
are therefore very sensitive to changes in the contribution
base. If the future contribution base is overestimated by
the Level I cash flow test, such a plan could plunge to the
Level II threshold without any early warning signal. 1In
order to avoid this result, the Level I early warning will
also be triggered if the ratio of plan assets to annual
disbursements is low, say seven years.

2. Design of identification tests

a. Pre-screening by the PBGC

Pre-screening by the PBGC would use a com-
bination of a simple asset/disbursement ratio and a cash
flow model analysis. The cash flow model should produce the
fewest identification errors, since it simulates the final
determination process rather than serving as a proxy for it. 4/
In order to achieve the twin goals of objectivity and sim-
plicity, the model assumes a continuation of the trends of
the recent past for projecting changes in the contribution
base and in disbursements for benefit payments and admini-
strative expenses. 5/ It applies these trends to the
existing plan assets, assuming continuation of the same
contribution rate and the investment return assumption used
by the plan, to project cash flow. A plan is identified in
the pre-screening as a possible reorganization candidate if

4/ Identification errors are of two types:

Type A - a problem will be identified when none exists;
Type B - a problem exists which is not identified.

The final determination process would use data provided
by the plan in the cash flow analysis model.

5/ Various methods could be used to extrapolate trends,
e.g., a linear or exponential projection.



its assets are projected to run out within the number of
years set for the criterion for Level I reorganization

(e.g., 15 years). 6/

It is important that the identification
process begin as soon as possible after a reorganization
concept is adopted. A significant amount of lead time would
be required to develop the identification process unless
either (1) identification is done for the first few years
based on an assets/disbursements ratio only or, at best, a
less sophisticated analysis of available data, or (2) a
special initial filing is required. This is because Form
5500 was not required to be filed until 1975. The machine-
readable data being produced by DOL for the 1975 and 1976
plan years cannot be used in their present form without sub-
stantial additional effort, and the 1977 filings with IRS
will not be completely coded until August 1979 at the
earliest. No machine-readable data have been prepared from
the Form D-2, the predecessor to the Form 5500. A further
complication is that some multiemployer plans are not filing
Schedule B, the actuarial schedule, because they do not
consider themselves to be defined benefit plans (see Connolly
v. PBGC, 419 F. Supp. 737 [C.D. Cal. 1976] rev'd and
rem'd, No. 76-2777 [9th Cir. May 4, 1978]), so that their
investment return assumptions are not known. Even for those
who did file Schedule B, the investment return assumption
was not coded into machine-readable form.

b. Final determination and adoption of reorgani-
zation plan '

If the plan trips the flag established in the
previous section the PBGC would send a notice to the plan
administrator, stating that preliminary analysis indicates
that the plan may qualify for reorganization. 7/ The

6/ For identifying Level I candidates generally, scheduled
increases in benefit levels should be assumed. For identifying
Level II candidates, no increases in benefits are to be assumed.

1/ If the plan is already in Level I, a different notice
may be sent. See Section B below.



notice would explain the options available to the plan,
including the option of not reorganizing and the subsequent
consequences, and the procedures to be followed if the plan
chooses to reorganize. The plan would have three options:

(1) the plan could elect not to reorganize, (2) the plan
actuary could certify that because of the age-service charac-
teristics of the plan participants, projected benefit payments
will not result in the threshold for reorganization being
reached, 8/ and (3) if the actuary cannot so certify

and the plan wants to reorganize, the plan would be deemed

to be in reorganization. 9/

If the plan actuary does not certify
that the Level I reorganization threshold has not been
reached, and the plan wants to take appropriate reorganization
steps, the plan administrator would be required to submit to
the PBGC plan data for insertion in the cash flow model.
PBGC would then notify the plan whether Level I or Level II
reorganization measures were appropriate. If the plan is at
Level II, the plan administrator would next submit a statement
to PBGC indicating:

. the measures being taken by the plan,

. the assumed benefit payments for the next five years
as a result of these measures, and

. the expected life of the plan after adoption of
these measures.

8/ In making this certification, the plan actuary will be
required to use assumptions for contributions consistent

with the assumptions used in the preliminary screen, i.e., a
constant contribution rate and a contribution base determined
by PBGC's extrapolation of past trends, unless there has

been a negotiated increase in the rate. 1If the actuary
believes the assumptions used by PBGC are clearly incorrect,
the plan may request a hearing with PBGC. In this situation,
the burden of proof will be on the plan.

9/ The plan actuary may include in his certification the pro-
Jjected benefit payments upon which the certification is based.
PBGC could then insert these into its model to override the
benefit payments projected by the trend analysis for future
years' analysis.



The plan actuary would be required to
certify to the last two items. If the plan is at Level I,
the plan administrator would be required to submit to PBGC
only an actuary's certification of the expected life of the
plan after adoption of the Level I reorganization measures
adopted by the plan.

B. ADMINISTRATION OF LEVEL I REORGANIZATION

A plan in Level I reorganization can either adopt
measures which keep its expected life constant, in which
case it will remain in reorganization indefinitely, or adopt
stronger measures which increase its expected life beyond
the Level I threshold, in which case it can come out of
reorganization.

If the plan is identified as a Level I candidate
during the term of a collective bargaining agreement, corrective
measures would not be necessary until the next contract term,
unless they were provided for in the contract. However,
once a plan is in Level I reorganization, all future contracts
would have to be modified to permit the trustees to take
corrective action in the event that the plan deteriorates to
the point of becoming a Level II candidate.

The PBGC aggregate model described earlier would
be used to identify deterioration from either the prior
year's model projection or the actuary's projection, if
substituted. Only those plans in Level I which the model
indicated had deteriorated from what was projected in the
previous year would be sent a follow-up letter indicating
a potential need for further action. 10/

The plan's response to such a letter would be a
statement from the actuary that either (1) the deterioration
projected is not expected to continue based on the plan's
detailed information or (2) further steps by the plan are

10/ For example, the previous year's projection indicated
an expected life of 12 years. The actuary certified that
steps were taken to preserve life at 12 years. 1In the
current year, the projection indicates that expected life
has declined to 11 years.



being implemented. 11/ The plan would have the option of
submitting the revised data on the contribution rate and/or
the projected benefit payments in response to a PBGC letter,
so that the PBGC model could be updated and future pro-
jections made based on this data.

cC. ADMINISTRATION OF LEVEL II REORGANIZATION

Once a plan has been identified as eligible for Level
II reorganization, it may adopt measures which will increase
its expected life up to the Level II threshold. If it
does so immediately, the plan would qualify as an acceptable
reorganization. This means that the collective bargaining
agreement would have to authorize the Board of Trustees to
take action at Level II. Special procedures would be needed
at the start of the program since the program would be
initiated during a term of a collective bargaining agreement.
The Board of Trustees of some plans in Level II at that time
might not be authorized to take the required actions under
the existing bargaining agreement or plan provisions.

A plan that is notified by the PBGC that it
gualifies for Level II reorganization based on a cash flow
analysis using plan data would be required to submit a
report to the PBGC identifying the measures taken and the
expected cash flow of the plan after adoption of those
measures (as discussed above), within 90 days of notice.

PBGC, upon review of the actuary's report, would then advise
the plan whether or not it is still in Level II reorganization.

D. ADMINISTRATION OF INSOLVENT REORGANIZED PLANS

Relief would be provided by PBGC to plans that have
undergone Level I and Level II reorganization if assets and
expected contributions are nevertheless insufficient to
support benefit payments for the next three years or during
the current collective bargaining cycle, if longer (but not
longer than five years). Depending on the program option,

11/ PBGC would look very critically at more favorable
assumptions used by a new plan actuary as the reason why no
further steps are being implemented.



relief would: (1) take the form of PBGC assumption of some
of the guaranteed benefit payments in an ongoing plan and
would eventually help maintain the plan on a pay-as-you-go
basis or (2) take the form of higher termination guarantees.
Higher termination guarantees would be administered in

the usual manner in which termination guarantees are
administered.

Administration of PBGC financial assistance
to ongoing plans

If the plan administrator indicates to the PBGC
that the plan cannot survive the next three years, or for an
unexpired term of a current bargaining agreement(s), the
administration would be required to submit to the PBGC a
certified actuarial statement of the impact of the Level II
actions on projected cash flow and to indicate the amount of
benefits for which relief is estimated to be needed. PBGC
would provide assistance if it agrees that the plan qualifies.

PBGC financial assistance would take the form
of monthly payments to an imprest fund established to pay
retirees. PBGC's contribution would be the difference
between the plan's required contribution to the fund and
the monthly disbursements to retirees. lg/

12/ Several issues in this area need to be studied further.
One issue pertains to the level of employer contributions
that should be required as a condition for PBGC loans. The
contribution rate in effect at the time the plan first
qualified for reorganization may not be reasonable relative
to the level of plan benefits and thus may unduly increase
the level of support that the premium system would have to
provide. On the other hand, requiring too high a level of
support or limiting PBGC assistance could cause the plan

to terminate or employers to withdraw, with possible adverse
consequences for plan participants. Another issue is whether,
or at what point in reorganization, plans should be required
to suspend all future accruals and vesting. This suspension
would help 1limit program costs, but further study is required
to estimate the possible savings. A disadvantage of suspending
all accruals and vesting under some program options is that,
depending on the plan's situation and the particular program
option, mandatory suspension of accruals and vesting might
significantly reduce disincentives to withdraw from or
bargain for termination of a plan. Another, possibly more
important disadvantage, is that freezing of accruals or
vesting would deter entry of new employers into the plan.
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PBGC is currently considering that relief would be
structured as a loan in order to deter plans from willfully
deteriorating by restricting contributions in order to be
eligible for this relief, and to enable PBGC to be repaid if
the financial circumstances of the plan improve in the
future. A major disadvantage of providing grants with the
right to refuse to continue them if willful deterioration
could be shown is that administration of such a program
would be onerous. If financial assistance is a loan, repay-
ment terms should be established so that, if the underlying
profitability of the sponsors does not decline further, the
loan would be repaid but, if the decline continued, the loan
would not be repaid.

Stabilization or improvement in the plan's contri-
bution base might be sufficient to reduce or eliminate the
need for PBGC financial assistance and to allow the plan to
repay the relief and/or restore benefits. 1In that case,
each dollar of future contributions could be allocated among
existing benefits, repayment of the loan, and restoration of
prior benefit levels. If actual contributions should exceed
projected contributions a method of allocation between loan
repayment and benefit restoration is needed. One possibility
is that contributions in excess of the amount needed to pay
benefits would be used to pay interest on past assistance.
After interest was paid, excess contributions could be
divided in some proportion, e.g., 50-50, between restoration
of benefit cutbacks and payment of loan principal. Restora-
tion of benefits before full repayment of the loan would
provide employees an added incentive to continue the plan
and also might help attract new employers.

The method of financing the relief provided by
PBGC would depend upon the total volume of such relief
extended early in the program. Since benefits would be paid
by PBGC without assuming any plan assets, there would be an
immediate cash drain on the program. Depending on the initial
volume of such relief, PBGC may be able to finance it with
the existing $100 million of borrowing authority. Alterna-
tively, increased borrowing authority or a temporary premium
surcharge might be needed. 1If the borrowing authority is
used, the cost of such relief would be repaid over time
through increases in the premiums. In fact, if the reorgani-
zation program works well enough, such relief would be
responsible for most of the premium requirement.



APPENDIX VII

PHASE-IN ALTERNATIVES

A. Benefit Security Ratio

Instead of delaying the start of the five year phase-in
period for three years in every case, the delay could be
determined by the percent change in the benefit security
ratio (i.e., the ratio of plan assets to vested liabilities),
so that a relatively small benefit increase would be guaran-
teed more rapidly than a larger one in a less well funded
plan.

The following table illustrates one way to determine
the phase-in.

Percent Change in Benefit Waiting Period

Security Ratio due to Increase Before Phase-in
100% or greater 5 years
80-99% 4 years
60-79% 3 years
40-59% 2 years
20-39% 1 year
less than 20% 0 years

The percentage change in the benefit security ratio is
determined by dividing the amount by which unfunded vested
benefits increase, due to the benefit increase, by plan assets.
This automatically takes into account the relative size of
the increase and the plan's funding status for purposes of
determining the phase-in period. For example, a 20 percent
increase in a plan that was 20 percent funded results in a
100 percent change in the benefit security ratio, whereas a
20 percent increase in a plan which is 50 percent funded
results in only a 40 percent change in the benefit security
ratio.

B. Contribution Rate and Benefit Security Ratio Test

It is unreasonable to expect the multiemployer plan
universe to finance past benefit increases granted when a
plan's financial condition was deteriorating or when a plan



was not increasing contributions at a rate sufficient
to keep the plan's benefit liabilities constant. Therefore,
the phase-in of guarantees based on plan funding is appropriate.

It may be difficult, however, to apply the benefit
security ratio test in many plans for periods before ERISA.
Therefore, the benefit security ratio test could be applied
to all benefit increases during plan years beginning on or
after September 2, 1974, but a different test could be
applied to benefits created before that.

This latter test would be applied to benefit increases
made during the ten plan years prior to ERISA's enactment. 1/
The benefit levels in effect ten years before the first
year ending on or after September 2, 1974, would be guaranteed
in all cases. A benefit increase occurring after that date
would be guaranteed only if (1) the ratio of assets to
retired life liabilities had been stable or increasing 2/
and (2) contributions were increasing at the same rate or
more rapidly than the total benefit liabilities. 3/ For
purposes of the test, contributions would be equal to the
greater of: (1) the actual contributions made or (2) the
contributions which would have been made if the contribution
base at the time of the last benefit increase had remained
constant.

1/ Imposing this rule on benefit increases over more than
ten years could result in a longer phase-in of Pre-ERISA than
post-ERISA increases.

2/ Retired life liabilities would be valued using standard
assumptions of mortality, interest, and average age(s).

3/ Total benefit liabilities would be valued using normal
retirement age benefits for active participants and standard
assumptions of mortality, interest and average age(s).



APPENDIX VIII

COLLECTION OF TERMINATION LIABILITY AND ADMINISTRATION
OF TERMINATING PLANS

Some of the approaches presented for design of a
termination insurance program would assess liability against
employers that contributed to the terminated plan. This
appendix discusses issues involved in collection of employer
liability and administration of terminating plans in which
employers are assessed the full amount of unfunded vested
liabilities.

A, Collection of Employer Liability

Termination liability payable to PBGC under this
approach would be collected either by direct assessment
against liable employers or by payments under a collective
bargaining agreement. 1/

1. Direct Assessment of Employer Liability

An employer's ability to continue in business
could be severely hampered if it were required to pay
termination liability in a single lump sum soon after plan
termination. The prospect of one large liability payment in
the event of plan termination may discourage employers from
participating in a plan. To alleviate this real or potential
financial strain on employers and plans, PBGC would permit
employers to pay their termination liabilities in a series
of annual payments rather than in a single lump sum. Three
options for collecting these liabilities are:

l/ Section F of Part IV of this report discussed allocation
of termination liability.



(1) PBGC would adopt a discretionary policy
similar to policies used in the private sector for collecting
loans in default. 2/

(2) Employers would pay their share of termination
liability at the level they had been contributing to the
plan prior to termination.

(3) Employers would be reguired to fund their
termination liability over a fixed period of years, e.g., 15
years.

Option 1 would require the most sophistication
because PBGC would be in a position similar to that of a
creditor in the private sector collecting a defaulted loan.
Because so0 many subjective evaluations would be needed, this
option could be quite costly to administer. Moreover, the
prospect of strict payment terms could deter employers from
entering multiemployer plans.

Options 2 and 3 represent compromises to the
completely discretionary approach under Option 1. The
payments required under Option 2 may represent a better
approximation of what employers are able to pay since they
had previously been funding the plan at this rate. In any
event, solvent employers would be required to pay their
liability at least at the same rate they were contributing
to the plan, in order to prevent termination from becoming
the more attractive financial alternative. For plans in
which the contribution rate itself precipitated the plan
termination, however, payment terms under Option 2 could be
severe for some employers.

Under Option 3 the employer's liability payment
could be either more or less than its contributions

2/For example, the PBGC might offer deferred payment terms to
an employer who can demonstrate that immediate payment

would impair its ability to continue in operation profitably.
Criteria to be used in determining if a hardship exists

might include, but not be limited to, the following:

(a) the percent of the employer's net worth represented
by the liability,

(b) overall employer financial condition, including
existing debt, available liquid assets, and cash flow history
and projections indicating undue pressure on operations
unless terms are granted, and

(c) the availability of credit in the private sector.



to the plan depending upon (1) the amortization period and
(2) the ratio of vested benefits to accrued benefits.

a. Security

When payment terms are granted, the PBGC's
claim can be protected in two ways. The first is to create
a general lien against the employer's assets which is superior
to all unsecured debt. The second is to take a security
interest in all or certain of the assets of the terminating
employer. Under the first approach, the high priority of a
potential PBGC claim could hamper an employer's business
operations and, in particular, affect its ability to secure
credit. The second approach, on the other hand, can offer
similar protection for a PBGC claim, without the accompanying
adverse business consequences.

b. Interest Rates

If deferred payment terms are granted, an
employer probably should be reguired to pay interest on its
deferred liability. The considerations underlying the
setting of interest rates are identical to those for termi-
nating non-multiemployer plans. The interest rate policy
for multiemployer plans could be developed in tandem with
the policy for non-multiemployer plans. The considerations
underlying the setting of interest rates would include:

(1) whether the interest rate should be the
same for all employers, or whether it should vary with
credit risk,

(2) the interest rate to which the PBGC rate
is to be pegged (e.g., prime rate, PBGC close-out rate,
etc.),

(3) whether the rate should be fixed or
floating during the payment period, and

(4) the overall level at which the interest
rate should be set.

2. Termination Liability Attached to the Bargaining
Agreement

If the parties elect to attach liability to the
bargaining agreement, the agreement must specify those
employers who will be required to contribute towards this




liability, e.g., only those employers who were contributing
to the terminating plan, or any employer 51gnatory to succeeding
agreements, whether or not contributing prior to termination. 3/

a. Payment Terms

Under this approach, payment terms would be
negotiated by the collective bargaining parties, subject to
PBGC approval and pursuant to PBGC (or statutory) guidelines.
In general, if the payment requirement extends to all employers
subsequently entering into agreements with the union, PBGC
would agree to a longer payment period than if the payment were
to apply only to employers who contributed to the terminated
plan (e.g., 20 years as compared to 10 years). 4/ Also,
the PBGC would agree to lengthen its proposed payment period
if employers would otherwise have to contribute a larger
percentage of the monetary compensation package than they
contributed the year the plan terminated in order to meet
the payment schedule.

Under PBGC-plan agreements, an employer's obligation
to contribute during the payment period would be on the same
basis as the obligation while the plan was ongoing, i.e., at
a specified cents per hour or per unit of production rate.

The weekly or monthly payments would be made to PBGC as
specified in the agreement and agreed to by the PBGC.

Since employers would contribute on a cents per
hour or units of production basis, the annual payments for
the duration of an agreement may be more or less than the
annual amount required to amortize the original liability.

3/ Any employer who is liable at termination and who does
not sign the agreement providing for such payments would be
directly assessed for his liability.

4/ The longer payment period for situations in which the
liability attaches to the labor pool, rather than to specific
employers, would serve as an inducement to the union to
attach liability to the labor pool in order to minimize the
impact of employer liability on existing employers. It
would also protect PBGC against a dwindling contribution

base because of employer attrition. See discussion below of
employer withdrawals during the payment period.



In the event an actual payment is less than the
amount required to amortize the original liability, the
parties would be required to increase the contribution rate
in the next agreement by an amount sufficient to amortize
the "shortfall" over the duration of that next agreement. 5/

In the event an actual payment during a contract
period exceeds the amortization amount, PBGC would be authorized
to allow the parties to reduce the rate for the next contract
period, but not below the contribution rate originally
established to amortize the liability.

b. Employer Withdrawals During the Payment Period

In general, employer withdrawals during the
termination liability payment period would be treated similarly
to withdrawals from an ongoing plan. The rules under consider-
ation provide that a withdrawal would occur when an employer
bargains out or otherwise ceases to be obligated to contribute
under the agreement establishing liability payment terms,
subject to a statutory exemption for temporary employers. 6/
Upon withdrawal, an employer would be liable to PBGC for an
amount equal to its average annual required contributions to
the terminated plan times the number of years remaining in
the payment period.

If the withdrawn employer is solvent, the total
amount of the remaining liability attached to the bargaining
agreement would be reduced by the liability of the withdrawn
employer. If the withdrawn employer is insolvent at the
time of withdrawal, its liability would remain an obligation
of the bargaining agreement. Any "shortfall" resulting from
the withdrawals of an insolvent employer would be amortized
over the duration of the next agreement as discussed above.

5/ However, PBGC would not require employers to contribute

a higher percentage of their monetary compensation package

than they contributed in the year the plan terminated.

Also, PBGC would be authorized to waive the requirement of
increased contributions or to grant an increase in the
amortization period in the event that the increased contributions
needed to fund a "shortfall" would result in a hardship on
employers.

6/ See Part V of the report for a discussion of the
withdrawal rules.



c. Establishment of Successor Plans During
the Payment Period

If the parties to the terminated plan elect
to attach the payment of liability to their collective
bargaining agreements, PBGC would not guarantee any benefits
under a successor plan until the liability of the terminated
plan is paid in full.

B. Administration of Terminating Multiemployer Plans

Some of the program options would make employers
liable for total unfunded vested benefits on plan termination.
Under such options, payment of unfunded vested benefits in
excess of PBGC guarantees would depend on recoverable employer
liability. The recoverable amount will not be known with
certainty at termination unless it is paid in a lump sum at
that time. This will be the rare case since most employers
will seek, and be granted, payment terms allowing them at
least several years to pay their liability. Therefore, it
is necessary to determine the basis on which unfunded vested
benefits above guaranteed levels will be paid.

PBGC is considering three basic approaches. The
first approach is to estimate the amount of recoverable
employer liability and to pay benefits at the level that
would be provided by the estimated amount. Any gains or
losses resulting from differences between the estimated and
actual amounts recovered would inure to, or be suffered by,
the insurance program. The feasibility of this approach
would depend on the likelihood that a given estimate is
reasonably accurate, so that neither PBGC nor participants
would receive large windfalls or suffer large losses because
of substantial deviations between PBGC estimates and actual
experience. Implementation of this approach would involve
developing measures and procedures for evaluating an employer's
future prospects and credit-worthiness.

The second approach is to allow benefit adjustments
after termination to reflect actual experience or a revised
estimate of collectibility. Benefits could be set initially
on the assumption that the full amount of liability would be
collected, except from bankrupt employers. Downward adjustments,
but not below guarantee levels, would be made later, if
necessary. This option would favor retirees since they
would have the advantage of the most optimistic estimate of



the amount of collectible employer liability. Actives

would be at a relative disadvantage since the major burden

of reductions would fall on them. Alternatively, benefits
could be initially adjusted at termination to reflect estimates
of collectibility and then readjusted in the future. This
option could result in more equitable treatment of actives

and retirees.

The second approach creates uncertainties as to
actual benefits to be paid. However, these uncertainties
could be mitigated if the adjustments were made promptly.
Possible adjustment of benefits after termination of a plan
creates incentives for participants to involve themselves
in the process of setting payment terms through their unions,
in order to assure the greatest protection of their own
class of benefits. Unduly rapid payment, however, could
jeopardize an employer's operations and therefore the jobs
of active workers.

The third approach is to treat unfunded vested
benefits in excess of PBGC guarantees ("excess vested benefits")
as money purchase benefits. Under this approach, participants
would be divided into two classes: (1) retirees and those
within five years of normal retirement age and (2) active
and separated vested participants, five years or more from
normal retirement age. Each dollar of liability collected
above the amount necessary to pay unfunded guaranteed benefits
would first be allocated to each class of participants
according to the ratio the value of unfunded vested benefits
of participants in each class bears to the total value of
unfunded vested benefits in the plan. Each participant
within a class then would be credited with the portion of
the amount allocated to his or her class according to the
ratio that the value of his or her unfunded "excess" vested
benefits bears to the total value of unfunded vested benefits
in the class. To assure that the younger active workers do
not profit by the longer accumulation period in their individual
accounts, this second allocation would be set on a target
benefit basis.

Example: A plan terminates with $420,000 in unfunded
vested benefits. The table below shows the unfunded guaranteed
liabilities and nonguaranteed liabilities of active and
retired participants.
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Unfunded Guaranteed and Nonguaranteed
Vested Liabilities of Active and Retired Participants

Total

Vested Guaranteed Nonguaranteed
Total $420,000 $240,000 $180,000
Active 168,000 120,000 48,000
Retired 252,000 200,000 52,000

The value of the unfunded vested benefits of active partic-
ipants equals $168,000 (i.e., 40 percent of the total value
of unfunded vested benefits in the plan), of which $140,000
is guaranteed and $28,000 is nonguaranteed. The value of
unfunded vested benefits of retirees equals $252,000 (i.e.,
60 percent of the total value of unfunded vested benefits in
the plan), of which $200,000 is guaranteed and $52,000 is
nonguaranteed.

Assume that an employer liability payment of $100
is received by the plan. Under this approach, $60 of the
payment would first be allocated to the retiree class and
$40 to the active class. These respective amounts would then
be reallocated within each class to reflect the proportions
of unfunded guaranteed and unfunded nonguaranteed vested
benefits to total unfunded vested benefits in that class.

For the active class in this example, 83 percent $140,000

168,000
of the $40 amount, or $33.20, allocated to this class of
participants would be earmarked to pay guaranteed benefits,
and 17 percent §28,000 of the $40 amount, or $6.80

168,000
would be treated as a money purchase plan and allocated to
individual active participants on a target benefit basis. 7/
For the retiree class, 79 percent $200,000 of the $60
252,000
amount, or $47.40 would be earmarked to pay guaranteed benefits
to retirees, and 21 percent $52,000 of the $60 amount, or
252,000

$12.60 would be treated as a money purchase plan and allocated
to individuals within the retiree class on a target benefit
basis.

7/ In the active class, for example, the $6.80 allocated

to nonguaranteed vested benefits would be reallocated to

each participant's account according to a formula which

would consider the difference between the participant's vested
and guaranteed benefits and the number of years until the
participant's normal retirement age. A further adjustment

could be made to take into account the length of the employer
liability payment period.



In order not to disadvantage retirees and those
within five years of normal retirement age, PBGC could
underwrite their entire vested benefit as a defined benefit.

If this were done, individual accounts would not be established
for this group. Instead, the total amount of the share of
liability payments for excess vested benefits allocated to

this group would be treated as PBGC funds, and the insurance
program would suffer any losses resulting from differences
between unfunded vested benefits and amounts recovered.

One advantage of the third approach is that it
would not require downward adjustment of benefits. On the
other hand, the money purchase aspect would cause some
uncertainty as to the actual amount of the excess vested
benefit to be paid each participant. Such uncertainty could
be greater under the second approach, however, in which
benefits already in pay status could be readjusted to reflect
actual employer liability payments. Another advantage of
the third approach is that it would minimize subjective
evaluations, since it would not require the PBGC to estimate
"collectibility" as would the other approaches. FEowever,
the risk to PBGC could be high under the third approach if
the PBGC pays the full vested benefits of the retiree class
regardless of employer liability payments, because the bulk
of plan liabilities would be concentrated in this group.



APPENDIX IX

DISCRETIONARY COVERAGE

ERISA provides PBGC, in Section 4082 (c) (2) and
4082 (c) (3) with two independent bases for extending dis-
cretionary coverage to a multiemployer plan that terminates
on or after September 2, 1974 and before July 1, 1979.

First, under Section 4082 (c) (2), the PBGC may
exercise its discretion to pay benefits guaranteed under
Title IV to a multiemployer plan that was maintained during
the sixty months preceding termination if the PBGC determines
that such payments will not jeopardize the payments the PBGC
will be reguired to make for plans which terminate on or
after July 1, 1979. 1/

Second, under Section 4082 (c) (3), the PBGC may
provide discretionary coverage with respect to a multi-
employer plan that would not be covered under Title IV if,
in addition to satisfying the conditions contained in para-
graph (c) (2), the PBGC determines that the plan has been in
substantial compliance with the funding requirements for
qualified plans and had no reasonable alternative to termi-
nation. 2/

Section 4082(c) also contains four additional
provisions designed to limit the payment of guaranteed
benefits when the PBGC exercises its discretionary coverage
under Sections 4082 (c) (2) or (3). 3/ These additional
provisions are intended to protect the PBGC's ability to
make benefit payments in the future. The two most signifi-
cant limitations: (1) prohibit the PBGC from making payments
pursuant to a discretionary guarantee that are derived

1/ ERISA §§4082(c) (2) (A) and (B).
g/ ERISA §§ 4082(c) (3) (A) and (B).

3/ ERISA §4082(c) (4).



directly or indirectly from amounts borrowed by the PBGC

from the Treasury, 4/ and (2) require the PBGC to reduce or
cease discretionary payments if necessary "to avoid jeopar-
dizing the ability of the [PBGC] to make payments of benefits
guaranteed under [Title IV] in connection with multiemployer
plans which terminate after June 30, 1979, without increasing
premium rates for such plans." 5/

4/ ERISA §4082(c) (4) (C).

5/ ERISA §4082(c) (4) (D), as amended by Public Law 95-214,
91 Stat. 1501 (1977).






APPENDIX X

EMPLOYER LIABILITY UPON
WITHDRAWAL - DISCUSSION PAPER

The PBGC's study is concentrating on a requirement
that a withdrawing employer, i.e., one that ceases or reduces
contributions because it is no longer subject to the bar-
gaining agreement or because it closes a facility, complete
the funding of its share of unfunded vested liabilities.
Other options and alternatives are the subject of this
paper.

A. Alternative Definitions of Withdrawal

There are a number of situations other than the
discontinuance of contributions for a bargaining unit or a
facility in which a reduction in contributions may impair
the ability of a plan to continue. 1/ Nevertheless, the
statutory rules cover only facility closings and bargaining
unit withdrawals because of the difficulty involved in
identifying and defining additional events that would weaken

1/ PBGC has considered and rejected the possibility of
defining a withdrawal as a cessation or reduction in contri-
butions by an employer resulting from bargaining out of the
plan, going non-union, or transferring work to another
location. The rejected approach would cover only those
withdrawals in which jobs were removed from the contribution
base and the business activity of the employer continued.

The approach discussed in the text is much easier to
administer because it does not require an examination of the
cause or effect of the withdrawal as does the rejected
approach (e.g., it can be very difficult to determine whether
an employer that ceases operations at a facility has, in
fact, moved that work to another facility).

Moreover, regardless of the reason for withdrawal, it
is inequitable to shift from the withdrawn employer to the
remaining employers the obligation to fund the portion of
the benefits created as a result of the withdrawn employer's
participation in the plan as long as the withdrawn employer
is able to fund those benefits.



the plan and therefore warrant imposition of liability. 2/
For example, imposing statutory liability for "substantial
reductions in contributions" is difficult because of the
problems that the plan (or the PBGC) would face in trying to
administer such a test on a case-by-case basis. 3/

2/ PBGC experience to date indicates that facility and
bargaining unit withdrawals are the most prevalent situa-
tions involving a reduction in contributions.

3/ Establishing a statutory percentage reduction that would
constitute a substantial reduction and applying that test to
all plans, regardless of the size of the plan, the number of
contributing employers, and the nature of the work covered,
would pose additional problems. A 50 percent reduction in
contributions by a 30 percent contributor may be a significant
event, but a 50 percent reduction in contributions by a 25
percent contributor may not be. Statutory de minimis rules

to avoid the unnecessary administrative burdens of establishing
a 50 percent reduction test would be difficult to develop

and unfair to impose on plans. For example, a rule which
imposed no liability if a full or partial withdrawal involved
less than five percent of contributions could eliminate
liability completely for some plans. Yet liability may be
appropriate in such instances for another plan.

Another problem would be selecting a minimum required
contribution period for purposes of determining whether an
employer withdrawal has a "substantial" impact on the plan.
For example, a ten percent reduction in contributions
because of the withdrawal of a short-term contributor may
have little or no impact on a plan. Also, a rule designed
to capture substantial reductions in contributions would
need to be tailored to avoid reductions caused by normal
fluctuations in employment. For these reasons, the statu-
tory rules under consideration do not contain a "substantial
reduction in contributions" test for determining whether a
withdrawal has occurred.



B. Temporary employers.

There are reasons other than those mentioned in
the main body of the paper why temporary employers should be
statutorily exempt from withdrawal liability, unless the
plan waives the exemption. First, all parties understand,
usually at the point of plan entry, that the participation
of certain employers will be temporary. 4/ Second, in the
case of a long-term contributor, a significant portion of a
plan's vested liabilities may be due to its participation.
Thus, its withdrawal will likely increase the funding burden
for the other contributing employers.

The major drawback to the rules under consideration
is that employers may be encouraged to withdraw before they
have participated in the plan for at least four plan years. 5/
However, once in the plan, a contributing employer might not
be able or willing to leave a plan, especially if the plan
is prudently administered. An employer in a stable employ-
ment industry might be faced with strong employee pressure

4/ 1t is possible, of course, that the withdrawal of a
temporary employer may be indicative of a declining employ-
ment situation and imminent plan termination. For instance,

a temporary employer may leave an area because it is unable

to obtain additional projects, or because of a decline in

the local economy. In such instances, it is not the withdrawal,
but the condition of the industry, that is adversely impacting
the plan.

5/ In a stable employment situation an employer may attempt
to participate in a plan sporadically to retain "temporary
employer"” status, but this course of action would probably

be difficult (if not impossible) to pursue in the face of
pressure by the union, other employers, and the adverse con-
sequences on its workers because of the break-in-service rules.



to continue participation in the plan. And in many cases
withdrawal would result in no cost advantage.

c. Methods for Computing and Allocating Withdrawal Liability

The alternative methods considered by the PBGC
for determining an employer's withdrawal liability likely
will include a method based on the maintenance of separate
withdrawal accounts for each employer. The withdrawal
accounts would be initially calculated and annually adjusted
under rules set by the PBGC. The annual adjustment would
allocate the increase in unfunded vested benefits occurring
during a plan year to each employer participating during
that year based on its proportionate share of contributions.
Since these accounts, once established, would be maintained
and updated annually, the employer's liability on withdrawal
(or termination) would be readily available.

The PBGC alternative methods for determing an
employer's withdrawal liability also likely will include a
method based on the employer's proportionate share of the
plan's unfunded liability for vested benefits. 6/ The
proportionate share would equal the ratio of the employer's
total contributions to the plan during the prior five (or
ten) plan years to the total plan contributions for the
prior five (or ten) plan years.

Finally, the PBGC alternative methods for deter-
mining an employer's withdrawal liability likely will
include a method based on plan liabilities attributable to
each employer, i.e., plan liabilities arising as a result of
employment with the employer. However, a portion of the
plan's "inherited liability", 7/ if any, might need to be
allocated to withdrawing employers. Otherwise, it might be
cheaper for an employer to withdraw than to continue to fund
the plan.

6/ For the sake of administrative convenience and expense
it might be appropriate to consider computing the plan's
unfunded liability for vested benefits as of the beginning
of the plan year.

1/ The term "inherited liability" means unfunded liability
resulting from participation in the plan of employers who are
no longer contributing to the plan.



D. Benefit increase cutback provisions

Under current law, when an employer withdraws from
a multiemployer plan, the plan may disregard benefits that
accrued as a result of service with the withdrawing employer
before that employer was required to contribute to
the plan. 8/ The PBGC has considered and rejected a pro-
posal allowing multiemployer plans to design and adopt
additional benefit reduction provisions.

Under the rejected approach, a plan would be
permitted to impose these additional cutbacks if the plan
does not provide for withdrawal liability, or the added
cutback authority could be limited to situations where the
employer owes withdrawal liability but that liability is
uncollectible. These rules would enable a plan to limit its
liability for short-term contributors and for benefit in-
creases granted shortly before an employer's withdrawal, in
cases in which withdrawal liability provides inadequate
compensation.

Under this alternative method, the parties to a
multiemployer plan could agree to whatever additional
benefit cutback formula best suits their situation. These
additional benefit cutbacks would represent a further
exception for multiemployer plans to ERISA's minimum vesting
and accrual rules. However, the formula could not permit
cutbacks below two statutory floors, either one of which
could be elected by the plan. The first proposed floor is
the "maximum benefit increase cutback". A multiemployer
plan, if it elected this floor, could not reduce the benefits
attributable to service with a withdrawing employer during
its period of participation in the plan below the level that
would be guaranteed under the non-multiemployer program (as
if those participants' benefits were a new plan effective on
the date the withdrawing employer adopted the multiemployer
plan). Thus, the non-multiemployer phase-in rules would be
applied to all benefits accrued while the participants’
employer was contributing to the multiemployer plan, as well
as to benefit increases granted during that time. The plan,
rather than the PBGC, would be the "guarantor" whose obligation

8/ I.R.C. §414(f) (1) (D), ERISA §1015; ERISA §3(37).



to pay benefits would be phased-in at 20 percent per year
for each year that the benefits (or benefit increases) had
been in effect. 9/

For example, assume that an employer was a
contributor to a multiemployer plan for four years, and that
benefits had not been increased during that time. If the
employer withdraws at the end of the fourth full year, the
multiemployer plan could reduce the benefits of that employer's
participants as follows:

(a) The plan could disregard all benefits attri-
butable to service with the employer prior to its adoption
of the plan.

(b) If withdrawal liability is not imposed on or
recoverable from the withdrawing employer, in addition to
the past-service disregard the plan could disregard 20
percent of those employees' benefits accrued while their
employer was a plan contributor. Therefore, 80 percent of
the benefits would be phased-in at the completion of four
full years of plan participation.

The second floor, if elected, would not permit
benefit reductions, in addition to the past-service disregard,
that would reduce participants' benefits below the level
supportable by their employer's net contributions. 10/

"Net contributions" would include withdrawal liability

9/ For this purpose, all such phased-in benefits would be
treated as ERISA §4044 priority category four benefits and
thus subject to the guarantee limitations; only the 20
percent per year phase-in test would be applied.

10/ The past service disregard privilege under I.R.C.
§414 (f) (1) (D) would not be subject to this limitation. 1In
addition, the "maximum benefit increase cutback" could not
exceed the phase-in guidelines described above, even if the
withdrawn employer's net contributions would not be sufficient
to cover the phased-in benefits.

Special rules may be needed to protect vested benefits
earned under a pre-ERISA single employer plan that merged
into a multiemployer plan.



payments as well as past contributions, less all benefits
actually paid to retirees and terminated vested workers
attributable to the withdrawn employer. Thus, if the plan
imposes liability on the withdrawing employer, it may not
invoke its "benefit increase cutback"” provision until the
withdrawn employer defaults or becomes bankrupt or insolvent.
Once the employer's total withdrawal liability is paid, the
plan may not make any "benefit increase cutback" reductions.

These rules would balance the multiemployer
plans' need for relief from certain liabilities, in order to
continue, against the participants' rights to benefits for
which their employers can and will pay. The premise underlying
the rules is that, if the withdrawing employer has not been
in the plan long enough to fund its employees' benefits, or
withdraws shortly after a significant benefit increase, the
remaining employers need not be compelled to accept the
responsibility for full funding of the benefits payable to
employees of the withdrawn employer. Within the statutory
limits, plans can design cutback provisions that fit their
particular needs, as agreed to in collective bargaining.






APPENDIX XI
OTHER STATUTORY PROVISIONS APPLICABLE TO WITHDRAWALS~-
IMPLEMENTATION RULES

The following statutory rules, some of which are
present in existing law, would be necessary to implement the
withdrawal provisions under consideration:

(a) Obligation upon withdrawal.

Upon withdrawal the employer would have to continue
to fund the entire amount of its withdrawal liability
subject to payment terms.

(b) Payment terms.

Plans would be required, as a condition for tax
gualification, to contain a provision establishing a with-
drawal liability payment policy, which would have to comply
with guidelines established in PBGC regulations. The PBGC
guidelines would provide, inter alia:

(1) that the payment period be no longer than 20
years for employers who joined the plan during or after the
1978 plan year, and 30 years for employers who joined the
plan before the 1978 plan year;

(2) that the withdrawn employer pay in one or
more installments a yearly amount not less than the employer's
average yearly contribution under the plan during the three
plan years preceding its withdrawal; and

(3) that a reasonable rate of interest, but not
less than the plan's assumed interest rate, be paid on the
outstanding liability.

Plans would be authorized to adopt rules concerning
the minimum payment period. Such rules should take into
account the amount of the liability and the employer's
ability to pay.



(c) Collection.

Because withdrawal liability would be payable to
the plan and because collection by the plan trustees is more
efficient, the plan trustees, not the PBGC, would be statutorily
authorized to collect withdrawal liability. This also would
keep down the insurance program costs.

(d) Enforcement.

The plan would be authorized to adopt a provision
requiring binding arbitration over disputes concerning
withdrawal. Also, the plan administrator would be authorized
under ERISA Title I to sue in federal district court for
delinguent liability payments. Costs of the action and
reasonable attorney fees would be assessed against the
delinquent employer. A six year statute of limitations
would apply.

In addition, to assist the plan administrator in
enforcing withdrawal liability, the liability payment would be
treated as a required contribution under the minimum funding
standards for the withdrawn employer so that an excise tax
could be imposed for failure to pay.

(e) Security.

The right of a plan to demand security for a
withdrawal claim would be restricted. 1If plans were given
full discretion to demand security, then many trustees might
feel compelled to do so, in light of fiduciary accountability,
even though that could cause undue harm to some employers.
Also, the potential of a fully secured claim may deter some
employers from entering a plan. A possible approach is to
allow the plan to demand security for some portion of the
liability. For example, the maximum secured amount could be
set equal to the amount afforded priority in bankruptcy, as
described in (h) below. This would provide an added measure
of protection in nonbankruptcy situations.

(f) Treatment of liability payments with respect to
minimum funding standards.

Withdrawal liability payments would be treated as
a required contribution for purposes of the minimum funding
standard account.



Payment of withdrawal liabilities would not represent
a new source of funds for the plan. Rather they would be a
partial continuation of an o0ld source of funds and therefore
should not be used to reduce the contributions of remaining
employers.

The withdrawal liability payments should be treated,
for purposes of the funding standard account, in such a way
that as long as the payments are made the remaining employers
are not required to fund the portion of plan liability
represented by the withdrawal liability. If a withdrawn
employer stops paying, however, the remaining employers
would be responsible for funding the remaining liabilities.
Such a result is both consistent with the share-the-risk
nature of multiemployer plans and sound policy. It would
encourage the remaining employers to seek vigilant enforcement
of withdrawal liability. If the withdrawn employer goes
bankrupt and is unable to pay, the shifting of funding
responsibility onto the remaining employers would help keep
the plan financially sound.

Two methods exist for accomplishing the desired
result: First, treat the imposition of withdrawal liability
as creating a plan asset in the nature of a promissory note
from the withdrawing employer to the plan. The withdrawal
liability would be written down, in accordance with the plan
amortization schedule, even though the period for paying
withdrawal liability may be shorter. Second, recognize
withdrawal liability payments as credits to the funding
standard account, but not at a rate faster than the amorti-
zation period for unfunded vested benefits.

(g) Deductibility of withdrawal liability payments.

The current rules for deducting plan contributions
would apply unless minor modifications are needed to assure
equitable tax treatment under the revised program. These
rules are contained in Section 404 of the Internal Revenue
Code of 1954, as amended.



(h) Priority of claim for withdrawal liability.

In bankruptcy, withdrawal liability would be
treated in the same manner as plan contributions under the
Bankruptcy Code now being considered by the Congress.*
That is, withdrawal liability would have a limited fourth
priority. The priority would be limited in amount to the
dollar limitation placed on the priority for plan contri-
butions, i.e., $2400 multiplied by the number of plan
participants attributable to the withdrawing employer on

* H.R. 8200, establishing a revised Bankruptcy Code, was
passed by the United States House of Representatives on
February 1, 1978. A similar Senate bill, S. 2266, is now
being considered by the Senate Judiciary Committee.

Section 407(4) of H.R. 8200 (hereafter, all references
are to this bill) gives a limited fourth priority to contri-
butions to employee benefit plans. Priority is limited to
contributions arising from services rendered within one year
of the earlier of the filing of a bankruptcy petition or the
cessation of the debtor's business, and further limited to a
dollar amount equal to $2400 multiplied by the number of
covered employees. A contribution liability in excess of
that amount or for periods earlier than one year previous to
the base date is treated as a general unsecured claim.

Under the bill's reorganization provisions, which
combine features of Chapters 10 and 11 of the present
Bankruptcy Act, priority claims must be paid in property of
a value equivalent to the dollar amount of the claims.
Section 1129 (a) (9) changes the Chapter 11 requirement that
priority claims be paid in full in cash. The priority
claimants must, of course, approve the plan of reorgani-
zation and find the payment provision acceptable. Non-
priority claims are treated in much the same fashion as
under the present Chapter 11. The plan of reorganization
may provide for satisfaction of these claims in whole or in
part, and over any period of time that the creditors find
acceptable.
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the date of withdrawal from the plan. Any additional
liability would be treated as a general unsecured claim.
While the dollar limitation on this priority is somewhat
arbitrary, it does place a cap on a priority liability and
would prevent such liability from becoming so large as to
defeat any possibility of obtaining credit and reorganizing.

In a nonbankruptcy insolvency situation, there are
a variety of methods by which a distressed debtor may make
a settlement with its creditors. It would not be advisable
to attempt to devise a scheme to provide a preference for
the claim of a multiemployer plan for withdrawal liability
in these nonbankruptcy situations. Aside from the diffi-
culty of devising a comprehensive scheme, it should be noted
that the nonbankruptcy settlement methods are ordinarily
utilized by relatively small businesses. Consequently, a
withdrawal liability claim should be relatively small in
these cases.

(i) Trustees' obligation to pursue the plan's claim.

In an employer's bankruptcy, the plan trustees
would be responsible for pursuing the plan's claim.

In nonbankruptcy insolvency situations the focus
should be on the plan's obligation to recover on its lia-
bility claim. The plan trustees have a fiduciary obligation
to preserve plan assets by pursuing the claim in the same
manner as any ordinary business creditor.






APPENDIX XII

LIMITATION OF PLAN LIABILITIES
THROUGH A SPIN-OFF UPON AN
EMPLOYER WITHDRAWAL

A. INTRODUCTION

Some multiemployer plan representatives have
suggested that when an employer ceases contributions to a
plan, the plan should be permitted to segregate the assets
and liabilities attributable to the withdrawing employer
within the trust and limit the plan's liability to that
segregated portion of the fund. 1/ They have suggested
further that such a spin-off 2/ should be an insurable
event 3/ and the remaining contributors to the original plan
would not be assessed employer liability under Title 1IV.

1/ A transfer of assets and liabilities, on the other
hand, occurs when a plan transfers assets and liabilities to
a new or existing ongoing plan.

2/ It is unclear whether the "spun-off" portion would be a
successor plan under Title IV. See ERISA §4021(a).

3/ Some multiemployer plan representatives have suggested
that the "spun-off" portion should be covered under the non-
multiemployer plan program. The PBGC has considered and
rejected this proposal for two reasons: (1) The different
guarantees and employer liability rules under the non-
multiemployer plan program might result in an adverse impact
or a windfall for employers and/or employees. For example,
employees might receive higher guarantees if the "spun-off"
portion were terminated under the non-multiemployer program
than under the multiemployer program. (2) It would be
inequitable to permit multiemployer plans to transfer lia-
bilities to the non-multiemployer program and charge that
premium system for the unfunded guaranteed benefits. To
place multiemployer plan "spin-offs" in the single employer
program could endanger the financing of that program and
require a substantial increase in premium or a sharp reduction
in termination insurance.
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The PBGC believes that, except for certain existing
plans, 4/ it is neither necessary nor desirable to permit a
multiemployer plan to spin off assets and liabilities
attributable to withdrawing employers with no liability
attaching to the original plan sponsors upon the subsequent
termination of the "spun-off" portion. Moreover, the
withdrawal, funding, and reorganization proposals should
mitigate the need for a spin-off procedure by resulting in
more responsible plan funding, plan continuation, and partici-
pants receiving a greater portion of promised benefits.

Before enactment of ERISA, some multiemployer
plans limited their liability upon an employer withdrawal. 5/

Some plans segregated assets and liabilities
attributable to withdrawn employers and reduced benefits for
employees of those employers to the levels supportable by
such segregated assets ("spin-off"). Other plans merely
reduced benefits for participants associated with the
withdrawn employers without segregating assets. For some of
these plans ("probationary period plans"), only withdrawals
occurring shortly after the employer began contributing,
such as within five years, would result in reduced benefits.

In some cases, the reduced benefits may have been
"guaranteed" by the plans, which assumed liability for
continued payment of the reduced benefits. 1In other cases
these reduced benefits could be reduced further or stopped
completely as a result of subsequent adverse experience.
These approaches were used in various combinations or in
modified forms, such as retention by the plan of liability
for retirees' full benefits, but reduction of the benefits
of active workers. Often plan provisions gave the trustees
discretion over whether to reduce benefits in a given case
and what method to use.

4/ The exceptions for certain existing plans are discussed
later in this appendix.

5/ Plans that limited their liability upon an employer with-
drawal are generally found in industries characterized by
stable employment relationships where there is a long-term
employer-employee attachment or where benefit accruals can

be readily attributed to services performed for specific
employers.



However, ERISA has restricted the methods that
plans may employ to limit liabilities when an employer
withdraws. In particular, the minimum accrual and vesting
requirements have virtually eliminated the option of re-
ducing benefits, the primary exception being the multi-
employer plans' option to disregard benefits accrued as a
result of service with the employer prior to the employer's
participation in the plan.

In recognition that certain multiemployer plans,
in which the parties historically have intended not to share
unfunded liabilities attributable to withdrawals, may face
substantial hardship and possible termination because of
ERISA requirements which no longer permit them to limit
their liabilities, some limited relief may be considered.
Such relief would take the form of permitting plans that
meet certain criteria to provide for an automatic spin-off
upon every employer withdrawal with no liability attaching
to the plan or the remaining contributors upon termination
of the "spun-off" portion. 6/ The termination of the spin-
off would be covered under the non-multiemployer program. 7/
The criteria that plans would be required to meet would
include the existence of pre-ERISA plan provisions evidencing
an intent to limit the plan's and the remaining employers'
liability upon an employer withdrawal and documentation of
previous attempts to limit liability upon an employer with-
drawal as evidenced by little inherited liability attributable
to withdrawn employers.

Plans that are "grandfathered" would be permitted to
spin off only assets and liabilities attributable to employers
that withdraw from the plan after the effective date of the

6/ The PBGC is still considering whether the determination
of the assets and liabilities allocable to the withdrawing
employer, which would be segregated within the trust, should
be on the basis of an ERISA §4044 allocation or an alternative
more easily administrable basis such as "net contributions,”
i.e. contributions plus earnings minus benefit payments and
administrative expenses.

7/ This would be an exception to the proposed transfer
rules.
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"grandfather provisions". However, a plan would not be able
to spin off assets and liabilities attributable to an employer
that joined the plan after the effective date of the "grand-
father" provisions.

Plans eligible for "grandfather" treatment would
remain in the multiemployer program. Of course, placing
these plans in the multiemployer program gives them preferential
treatment in limiting their liabilities by providing, in
effect, termination insurance for partial terminations.
This could result in higher benefits or lower costs for
plans covering stable employment industries.

B. DISCUSSION

The PBGC believes that, except for certain plans,
the disadvantages outweigh the advantages of permitting
plans to spin off assets and liabilities attributable to a
withdrawing employer, and of covering the termination under
the non-multiemployer plan program without imposing any
liability on the original plan or remaining contributors.

1. Advantages

The existence of a spin-off procedure might allow
employers to maintain a defined benefit plan that might not
otherwise be able to afford one. By utilizing a spin-off
procedure, a plan could provide larger benefits for the
employees of continuing employers than would have been
possible if the unfunded liabilities of withdrawing insol-
vent employers had remained with the plan.

If a plan could spin off to an insolvent employer
assets that are less than the value of vested benefits, this
procedure could enable some plans to continue. If the
unfunded vested liabilities of the withdrawing employer were
to remain with the plan, the plan might eventually be unable
to continue. 1In addition, the spin-off procedure may enable
a plan to attract new employers because no increases in
ongoing funding costs would be created when an employer
becomes insolvent. And this procedure would result in lower
administrative costs for plans than the withdrawal rules,
since the potentially substantial expenses associated with
collecting withdrawal liability would not exist. 8/

8/ On the other hand, a plan would have the added adminis-
trative expense involved in spinning off the withdrawing
employer's allocable share of plan assets and liabilities.



2. Disadvantages

The proposal, if adopted, would present formidable
problems for participants, the plan termination insurance
system, and the PBGC. There would be inadequate disin-
centives to irresponsible plan action. 1In addition, the
proposal would not result in desirable self-regulation by
plans.

a. Effect on Participants

Participants may have greater benefit pro-
tection in a plan that would not permit spin-offs than a
plan that would. Termination of a "spun-off" plan may
result in immediate benefit losses for affected participants,
which might be averted if the plan retained the liabilities.
If the plan retained the benefits of the withdrawing employer's
employees, these employees might receive their full vested
benefits. 9/ If the "spun-off" plan is covered under the
non-multiemployer insurance program, participants could be
harmed because the phase-in of the guarantee of benefit
increases upon the termination of the "spun-off" plan could
result in lower benefits than would be payable under the
original plan. 10/

b. Effect on the Termination Insurance System
and the PBGC

There are many existing plans with substantial
unfunded liabilities that are attributable to employers who
withdrew in the past ("inherited liabilities"). A spin-off
procedure could result in an immediate transfer to the

9/ The plan, however, might reduce participants' benefits
that accrued as a result of service with the employer prior
to their employer's participation in the plan.

10/ If the plan retained the liabilities and subsequently
terminated, the multiemployer program guarantees might be
lower than the non-multiemployer program guarantees.
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termination insurance system of these inherited liabilities. 11/
But the mere existence of significant inherited liabilities
would indicate that such plans had not taken steps to limit
liabilities upon previous withdrawals, and it would be
inequitable to permit each such plan to transfer unfunded
liabilities to the non-multiemployer insurance system.

For plans with significant inherited liability
attributable to pre-ERISA withdrawals, reorganization,
including financial assistance, would be a more appropriate
remedy and would be to the advantage of affected participants.
The withdrawal rules under consideration would largely
obviate the necessity of spin-offs, since withdrawn employers
would be required to fund their share of the liability.
Reorganization might mitigate the hardship for specific
participant groups by spreading the sacrifice throughout the
participant population.

There would be substantial administrative costs in
permitting a spin-off upon an employer withdrawal from a
plan rather than having the plan retain the liabilities.
Considering the fact that a large number of multiemployer
plans could conceivably adopt such a procedure, if available
generally, the number of such spin-offs and terminations
could exceed one thousand annually, resulting in tremendous
administrative costs for the termination insurance system. 12/

In addition, since spin-offs would be covered as
plan terminations, a plan's reportlng requirements for
reportable events 13/ would increase because the PBGC would
need to treat each employer as though it maintained a separate
plan in order to advise the PBGC of the possibility of a
potential spin-off. This would present a substantial

11/ This problem is avoided under these proposals by
Iimiting the spin-off privilege to new or existing plans
with small amounts of inherited liabilities due to pre-ERISA
withdrawals.

12/ Approximately one- -half of the 2,000 covered multi-
employer plans are in stable employment industries.

13/ See ERISA §4043.



additional administrative burden. Additionally, increased
PBGC involvement would be necessary to assure that excessive
liabilities or costs of the spin-off were not attributed to
withdrawing employers, especially insolvent ones, and to
attempt to collect liability from the withdrawing employer.

c. Effect on plans

Another concern is the potential effect on
plan funding of permitting spin-offs with no liability for
the original plan upon termination of the "spun-off" portion.
If the plan could ignore liabilities left when an employer
withdraws, there would be less need for funding discipline
in granting past service benefit increases or in recognizing
the past service of employees of entering employers.

Also, although the spin-off procedure may provide
the same results that would have occurred if each employer
had established a single employer plan, there are a number
of reasons why this may not be true. Some employers, especially
small ones, may not have established defined benefit plans.
The defined benefit plans established as single employer
plans would have been designed to follow more closely the
desires and capabilities of the individual employer-employee
group. Such hypothetical single employer plans would, in
most instances, have terminated much earlier than the point
in time when the employer finally ceases contributions to
the multiemployer plan. Although during years of declining
employment the subsequently withdrawing employer may have
been able to satisfy its obligation to make contributions
under the collective bargaining agreement, the employer may
not have been able to fund a single employer plan.

Thus, because of possible adverse effects on
funding, there is a potential for the spin-off procedure to
produce more and larger losses for the termination insurance
system than if each contributing employer had established
its own plan or if the multiemployer plan had retained
liability upon an employer withdrawal.






APPENDIX XIII

MULTIEMPLOYER PROJECT EVALUATION

A. INTRODUCTION

Appendix XIII briefly describes the assumptions and
methodology used to develop 1l0-year forecasts of the finan-
cial status, accrued benefits, and participant characteris-
tics of multiemployer plans. These forecasts were made for
a sample of multiemployer plans and were compared with ter-
mination and reorganization screens to identify those plans
assumed to terminate or reorganize. Then estimates of PBGC
termination liabilities under different program alternatives
were calculated and extrapolated to reflect the liabilities
of all potential terminations over the 1l0-year period.
Figure 1 presents a general overview of the methodology used
to analyze each plan in our sample.

The PBGC forecasting procedure consisted of three
steps. First forecasts were made of the number of active,
separated vested, and retired participants by age-and-service
category in each plan in the plan sample for each year over
the 10-year period. Then, benefits, contributions and assets
for each plan were projected over the ten years in order to
estimate accrued, vested and guaranteed benefits under each
program option considered. Finally, PBGC termination liabil-
ities and premium requirements were estimated by summing in
each year the unfunded guaranteed benefits for plans assumed
to terminate and by adjusting these estimates to reflect
different assumptions about employer liability and collecti-
bility. All of these functions were performed by a set of
computer programs developed by the project staff.

Part 1 of this Appendix describes how the multiem-
ployer plan sample was selected. In addition, it summarizes
the major assumptions used to develop the forecasts. Part 2
of this Appendix describes how these assumptions were incor-
porated into a computer model.
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PART 1. BACKGROUND ON MULTIEMPLOYER PLAN ANALYSIS

B. THE DEVELOPMENT OF THE 279 PLAN SAMPLE

1. Characteristics of the Sample

The sample of multiemployer pension plans used in
this analysis consists of 279 plans with approximately 5.7
million participants. This represents about 16 percent of
all multiemployer plans and 71 percent of their participants.
It is a stratified random sample, stratified according to
industry and size categories. The sample was stratified on
the basis of industry because industry employment and finan-
cial characteristics play a significant role in the decision
to terminate. It is stratified on the basis of size because
the financial consequences of one large plan termination may
be much more significant than many small plan terminations.

There are 123 large plans (defined as those with

10,000 or more participants) in the sample, which represent
all but four of the multiemployer plans with 10,000 or more
participants. In addition there are 156 small plans (defined
as those with fewer than 10,000 participants) or about one of
every ten multiemployer plans with less than 10,000 partici-
pants. Table 1 shows the percentage of participants in each
industry in the sample. The information is shown in greater
detail in Attachment 1.

From the most recent annual reports required under
ERISA for the sample plans, data on the characteristics of
all multiemployer plans were developed. Attachments 6 and 7
present the distribution of multiemployer plans and partici-
pants by industry and size categories. Attachment 8 shows
the distribution of multiemployer plans by average monthly
benefit payments. Finally, Attachment 9 is a presentation
of the funding status of vested benefits in all multiemployer
plans.



TABLE 1: COMPARISON OF PLANS AND PARTICIPANTS IN THE 279 PLAN
SAMPLE WITH ALL MULTIEMPLOYER PLANS BY INDUSTRY

Percen-
Percen- tage
Multiemployer tage of All
Sample Universe of All Parti-
# of $ of Par- # of # of Par- Plans in cipants
Industry Plans ticipants Plans ticipants Sample in Sample
Mining 3 285, 347 3 285,347 100 100
Construction 106 1,319,257 952 2,421,887 11.1 54.5
Manufacturing 67 1,485,305 290 1,841,959 23.1 80.6
Transportation 23 1,394,347 143 1,637,728 16.1 85.1
Trade 36 673,534 128 890,214 28.1 75.7
Service 40 487,120 172 799,308 23.3 60.9
Other 4 25,532 48 109,572 8.3 23.3
Totall/ 279 5,670,442 1,736 7,986,015 16.1 71.0

1/ The total number of plans and participants in this table differs slightly
from the totals presented in Table 1 in Part VIII and Tables 1 and 4 in
Appendix XIV. The estimates here are based upon adjusted 1976 PBGC
premium records while the estimates in Part VIII and Appendix XIV are
based upon the latest available plan data filed with the Department of
Labor under ERISA reporting requirements.

SOURCE: Multiemployer plan universe data based upon adjusted 1976
PBGC premium records.



2. Sample Selection

The sample selection consisted of three basic steps.
First, all multiemployer plans were divided into industry
categories using 1972 Standard Industrial Classification
Codes. From this classification effort, 38 industries were
selected, each with over 10,000 multiemployer participants.
The only exception to this procedure was the selection of
the millinery industry as a category. Because there had
been a termination in this industry, its inclusion was
thought to be necessary. The classification of multiemploy-
er plans by industry is shown in Attachment 2, and a listing
of the industries is shown in Attachment 3.

The second step was the selection of the 279 sample
plans. This was done by first selecting all plans with over
10,000 participants according to 1976 PBGC premium records.
Then, one of every 15 plans with less than 10,000 partici-
pants in each industry was randomly selected. The rationale
for a one-in-fifteen sample was that a sample large enough
to be representative of the universe but small enough to
ensure manageability was desired; and a sample of approxi-
mately 300 plans met these criteria. One major modification
was made to the one-in-fifteen rule: at least three small
plans in each industry were selected so that there would be
more confidence in the representativeness of the sample for
each particular industry. As a consequence of this oversam-
pling, the sample contains about one of every ten small
multiemployer plans.

Because of time limitations for collecting data,
one major change was made to the random selection of 156
small plans: about 65 of the randomly selected small plans
were replaced by matched plans (matched on the basis of size
and industry) from two other sources. These two sources
were a PBGC survey of multiemployer plans and a DOL study of
1,600 pension plans. Data had already been collected on
both of these samples, and, in the case of the PBGC plans,
an especially current and detailed set of data had been
collected. This matching was appropriate because both the
DOL and PBGC samples were also randomly selected.

The third and final step of the sample selection
consisted of two modifications to the sample caused by a
lack of data:

e four plans with over 10,000 participants were
dropped from the sample because annual reports
required by the Employee Retirement Income
Security Act (ERISA) and the Welfare and Pen-
sion Plans Disclosure Act (WPPDA) could not
be located for them, and



e randomly selected backup plans were used for
about 12 of the small plans in our sample
because data on these plans were missing.

C. ASSUMPTIONS USED IN DEVELOPING PLAN FORECASTS

The assumptions discussed below were used in devel-
oping individual plan forecasts over a l0-year period. The
model used to make these forecasts is described in more
detail in Part 2 of this Appendix. 1In general, the model
developed 10-year forecasts of the financial, participant,
and actuarial characteristics of each of the 279 plans in
the sample. Using the termination screens discussed in
Appendix XIV, each plan was examined in each year of the
forecast period to see whether it failed the screens. The
liabilities of all the plans that failed the screens {(and
thus were judged as potential terminations) were then accu-
mulated and were used as the basis for premium calculations
discussed in Appendix XIV. 1In addition, the plans failing
the screens were used in separate analyses of PBGC cash
flows and the cost of reorganization. The key assumptions
entering into these forecasts are discussed below.

1. Growth Rates for Active Participants

All plans in the sample were divided into two types --
those in which the number of active participants in a plan
was highly correlated with employment in its industry, and
those in which the correlation was low or negative. To deter-
mine the degree of correlation, regression analysis was used
to compare the actual growth of active participants in plans
from 1972 to 1976 with employment in the primary industry
covered by each plan during those same years. This involved
using a regression formula of the type:

At =a+b Nt
where A_ was the number of active participants in year t
and N_ was the employment in the plan's industry during
the sgme year. If the plan and industry growth were related
positively at the 90 percent level of confidence or above,
the regression formula shown above was used to forecast the
growth in actives in each plan during the 1976-1985 period.
In these regression formulas, the most recently published BLS
forecast of industry growth for the 1976 to 1985 period was
used as the estimate of industry employment.* If plan and

* Thomas J. Mooney and John H. Tschetter, "Revised Indus-
try Projections to 1985", Monthly Labor Review, November
1976, pp. 3-9.




industry growth rates were not highly correlated, then we
used the plan's actual average annual growth rate for active
participants during 1972-76 as our forecast of active parti-
cipant growth.

This basic methodology was modified in a number of
cases however. First, there were a number of cases where
the methodology was modified because plans were formed very
recently (after 1972) or where data were missing for early
years. For example, if a plan split into two plans in one
year, the earlier data were disregarded and data from only
the later years were used in the forecasts. A second and
more significant modification was that the growth in the
number of actives in a plan was limited if a plan's forecast-
ed growth during the 1976-1985 period exceeded the corres-
ponding growth forecast for its industry by BLS. Where plans
were estimated to grow faster than BLS projections of indus-
try employment, BLS industry growth rates were used. This
modification assured that any unusually high rates of growth
forecasted by the basic methodology were limited to a more
conservative rate.

2. Benefit Formulas

Although the actual benefit formulas were generally
available, it was not possible to use the actual benefit
formula in all cases because the formulas for some plans
were too complex to adapt to the model (such as formulas
which used different accrual rates for past and future
service). Consequently, certain assumptions about the bene-
fit formulas were made for some plans. Basically, all plans
were divided into three types. Those types and the method
of modelling those benefit formulas are:

@ Plans with Unit Benefit Formulas with Uniform
Rates -- For plans that had uniform rates for
past and future service the uniform rate in
effect in 1977 was used. Existing retirees
were paid the average benefit payment in
1976.

e Deposit Administration Plans -- These plans
were treated separately because they pay
benefits in a significantly different manner
than non-insured plans. For these plans, it
was assumed that retirees in 1976 would re-
ceive $1 in benefits and that new retirees
would receive 123.9 percent of the monthly
benefit. The rationale for the 23.9 percent
adjustment is discussed below.




Three
fit formulas:

Other Plans -- In general, the benefit formu-

las of all the other plans in the sample were
treated alike: a flat benefit rate equal to
123.9 percent of each plan's average benefit
payment in 1976 was used. Existing retirees
were paid the average benefit payment in 1976.

other assumptions were made in modelling bene-

Adjustments to Flat Benefit Formulas -- All

flat benefit rates for new retirees were in-
creased by 23.9 percent to account for the
technique the computer program used to retire
participants between early and normal retire-
ment ages. The program retires about one-
third of the participants eligible for early
retirement prior to normal retirement age
with reduced benefits. Consequently, using
just the average benefit payment as a flat
benefit would understate the total amount of
benefit payments. Therefore the average
benefit payment was increased by 23.9 percent
so that the product of retirees and average
benefit payments would equal total benefit
payments.

Benefit Increases for New Retirees -- The
benefits of those persons retiring after Year
1 of the forecast were increased by 17.4
percent every three years. This 17.4 percent
increase represents the projected average
increase in the Consumer Price Index during
each three year period over the 1976-1985
period (as forecast by Data Resources Incor-
porated). The decision to increase benefits
at this rate was based upon the results of a
study by DOL entitled Union Status & Benefits
of Retirees, which showed that benefit
increases during the 1955-1970 period were
approximately equal to or greater than this
level.

Benefit Increases for Existing Retirees --
The benefits for all existing retirees in
Year 1 of the forecast were increased at 60
percent of the increase for new retirees.
This is equal to 10.4 percent every three
years. This increase was consistent with the
results of the DOL study mentioned above.




3. Age and Service Distributions for Participants

Estimates of the age and service of the active and
separated vested participants were required because such
data were not available for the majority of the plans in the
sample. Basically, there were three cases which arose in
estimating age-and-service distributions:

1. Age-and-service tables were available from
plan data for both actives and separated
vested participants.

2. Age-and-service tables were available from
plan data for actives only.

3. No age-and-service tables were available
from plan data.

In the first two cases, the active participants in
Year 1 of the forecast were distributed in accordance with
the most recent actual age-and-service distributions.

In Case 1, where a separated vested table was also
provided, the entries in that table were scaled so that the
total in the table equalled the number of separated vested
participants reported for 1976.

In Case 2, where no separated vested table was
provided (and a plan had separated vested participants in
1976), a distribution based upon the active participant
distribution was developed. To do this, the fraction of
vested actives in each age-and-service category was calcu-
lated, assuming that only actives with 10 or more years of
service were vested. Then these fractions were multiplied
by the total number of separated vested participants to
obtain estimates of the number of separated vested partici-
pants in these categories.

In Case 3, one of 21 pairs of "standard" distribu-
tions was used to estimate the age-and-service distributions
for active and separated vested participants. These standard
distributions were developed using data on plans for which
age-and-service tables for active part1c1pants were available.
The standard distributions for actives were constructed so
that their average ages ranged from 35 to 55. In their
construction, the distribution of years of service for plan
cohorts of any given age was assumed to be the same. Then,
distributions for separated vested participants were gener-
ated using these active distributions and the methodology
applied for Case 2 plans. Attachment 4 contains the 21 pairs
of distributions used in the initial valuation estimates.
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In order to select a pair of standard distributions
for each plan, the average age of active participants was
estimated, and then the standard distributions corresponding
to that average age were selected. The average age estimate
for each plan was made using the ratio of retirees to total
participants. This approach was used because, using data
from the plans that reported age and service distributions,
it was found that the retiree-to-total participant ratio and
average age were highly correlated.

4. Interest Rates

Interest rates were used in two parts of this analy-
sis. They were used in the actuarial calculations for each
plan in order to estimate each plan's actuarial liability.

In order to be consistent in estimating individual plan lia-
bility, the actual interest rate assumed by the plan was
used where available. Otherwise, a rate of 5.25 percent was
used. This rate was the average interest rate used in 1976
by all plans in the sample that reported interest rates.

Interest rates were also used to calculate the pres-
ent value of PBGC liabilities for plans upon termination.
In this situation, the PBGC interest rate of 6.75 percent
was used.

5. Administrative Costs

Based upon an analysis of the administrative costs
of a subsample of plans over the 1972-76 period, it was
assumed that, during the 1976 to 1985 period, the annual
administrative cost of each plan would be equal to 0.75
percent of its beginning-of-year assets. This assumption
was used to estimate administrative costs for plans that
were assumed to terminate as well as for active plans.

6. Limits on Contributions

In this analysis, projected plan contributions dur-
ing the 1976 to 1985 period are based upon ERISA's minimum
funding standards. In the future, because the number of
active participants change and because benefits increase,
some plans require substantial contribution increases in
order to meet these standards. However, because there are
realistic limits to increases in contributions, an upper
limit was set on the rate of increase. Based upon an analy-
sis of average negotiated contribution increases for plans
in the sample over the 1972-76 period, the limit was set at
a level equal to two times the projected rate of increase in
the Consumer Price Index.
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7. Turnover

Because few plans reported turnover rates, assump-
tions were made about the rate of turnover in most plans.
Analysis of turnover rates by plans that reported them showed
that turnover is fairly similar within each industry. Con-
sequently, we assumed that, within each industry grouping,
turnover would be the same. An appropriate table for each
industry was then chosen based upon an analysis of reported
turnover rates used by plan actuaries. The matching of
turnover tables to industries is shown in Attachment 5.

8. Actuarial Funding Assumptions

It was assumed that all plans used the entry age
normal method of funding which is the most prevalent method
used by multiemployer plans. This was based upon an analysis
of the funding methods of the plans in the sample. The
entry age in the plan for each participant was equal to the
attained age minus the number of years of service. These
assumptions are described in further detail in Part 2 of
this Appendix.

9. Past Service Liability

The initial past service liability of each plan in
the sample was equal to the difference between accrued lia-
bility and the assets of the plan. This amount was calcu-
lated using the estimated value of accrued liability and the
actual value of 1976 plan assets. The annual amortization
payment for initial past service liability was equal to the
level amount necessary to amortize this initial past service
liability over 40 years (or 30 years under the modified
guarantee options). Subsequent increases in past service
liabilities caused by benefit increases were calculated by
amortizing increases in accrued liabilities over the periods
specified in each program option.

10. Retirement Assumptions

Assumptions were made about the retirement patterns
in the sample plans because in most plans the assumed age of
retirement used by the plan's actuary was not known. The
assumptions were based upon an analysis of the age and ser-
vice characteristics of active and retired participants in a
subset of plans and the relationship of those characteristics
to the normal retirement age in those plans. The assumptions
about the average retirement age in each plan were based upon
a number of principles:
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@ First, the average retirement age in each
plan was related to the plan's normal retire-
ment age. When the normal retirement age was
65, it was assumed that the average age of
retirement was 65. Where the normal retire-
ment age was 62 or less it was assumed that
the average age of retirement was 62.

e Second, where available, the age and service
requirements for early retirement would be
the actual ones used by the plan.

e Third, the percentage of persons assumed to
retire early would be a function of the early
retirement age.

e Fourth, unless stated by the plan, the reduc-
tion for early retirement age would be a
function of the early retirement age.

More specifically, it was assumed that all persons remaining
in a plan would retire by age 65. It was also assumed that,
if data were not available on normal or early retirement age,
then the normal retirement age would be 65 and the early
retirement age would be 55 for those with at least 10 years
of service.
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PART 2. BACKGROUND ON MULTIEMPLOYER MODEL DEVELOPMENT

A. GENERAL

The Multiemployer Project was organized to design
a viable multiemployer insurance program. That effort re-
quires a sizable amount of analysis in structuring program
policy and premium requirements.

To assist in that design effort a computer driven
simulation model has been developed. That model has been
structured to analyze a large sample of multiemployer plans
under a variety of program alternative utilizing data that
could be gathered in a relatively short period of time.

B. CONCEPTUAL OVERVIEW

The model discussed in this paper was developed
as part of an analytical effort undertaken to provide a
guantitative basis for analyzing alternative multiemployer
insurance program approaches. This section seeks to present
a conceptual framework within which to view the approach
taken in the development of applicable analytical tools.
The thoughts presented in this section rely heavily on the
discussion of program options contained in the main study
report. These include benefit guarantees, funding con-
straints and incentives, employer liability in the event of
termination or withdrawal, accrual and vesting requirements,
and premium requirements.

Ideally, the multiemployer insurance program
should be designed so that the stream of net premium income
is equal to the stream of net insurance claims. This ideal
identity is defined by the following:

2: (p)PVl (G-A-L) = PV2(P+I—E) (1)
u
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where: u = the universe of plans over which the summation
must be made;

G = guaranteed benefits;
A = the asset of a given plan;

L = the termination liability of the sponsoring
employers for a given plan;

P = premium income to the PBGC;

I = investment income on the premium assets of
the PBGC; and

E = administrative expenses of the PBGC.

The PV (present value) terms are used to represent
a time dimension. In a certain world, equation (1) would
simply equate two discounted cash streams. In fact, the
stream of claims is highly uncertain and the (p) term has
been included in equation (1) to represent this uncertainty
in terms of a probability of termination. The parentheses
on the left side of equation (1) cannot be removed or
rearranged, and the left side of eguation (1) must be con-
sidered from the level of the plans making up the universe
of plans. The right hand side, on the other hand, is only
meaningful in the aggregate as premiums are pooled to cover
all unfunded claims. Thus, we must understand the total
claims exposure presented by the universe of plans, based
upon an aggregation of the claims exposure presented by
individual plans in that universe.

Employer withdrawal liability is not reflected
directly in equation (1) since the model reflects only
termination exposure. However, the withdrawal liability is
implicit within the assets variable (A). Essentially, any
liability of an employer incurred upon withdrawal from a
plan becomes a claim to the plan (i.e., a receivable) and
should be factored into the income stream along with any
uncertainties concerning collectibility.
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The funding rate of employer contributions is also
implicit in the asset variable. Any funding constraints to
be considered would be reflected through their impact on
assets over time.

Program options which relate to benefit levels
(i.e., vesting and accrual) or guarantee strategies become
operational through the variable (G) in equation (l). The
benefits to be guaranteed are defined by the level and type
of benefits specified in each plan. The level of benefits
to be guaranteed will be a function of the accrued vested
benefits under the plan and the guarantee strategies which
may include maximums, phase-in of increases, etc. The
liability exposure of the PBGC also is driven by the asset
allocation alternatives under consideration.

The modelling effort addressed in this paper is,
for the most part, concerned with the plan level analysis
defined by the variables within the parentheses on the
left-hand side of equation (l). An approach is presented
which provides the capability of simulating the operation
of multiemployer pension plans over time, reflecting move-
ments in the population benefit accruals, employer con-
tributions, benefit payments and other activities which
determine financial position. The expected PBGC liability
exposure is also modelled.

The model is composed of two major modules with a
third minor module added for report generation. A top
level schematic is shown in Figure 1. The first module is
concerned with the development of a population projection
for the plan reflecting numbers and certain characteristics
of that population. The characteristics include age, years
of service (i.e., information upon which benefit entitle-
ments and the costing of those benefits can be based), and
participant status (i.e., information to drive the accrual
and payment of benefits). The primary input to this module
are initial age and service distributions of a plan's parti-
cipants. This first module also can be used to model a
profile of employer withdrawal from a plan since the affected
participants simply change status from active to separated
vested and cease to accrue benefits in the future.
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The second module employs the population projections
to estimate accrued benefits and liabilities under the plan
as well as contributions, cash flows, and other measures
useful to the analysis of plan condition. This step performs
an ongoing evaluation of the plan for each year of the
simulation as well as the determination of the termination
liabilities. Superimposed on the plan are PBGC policy
options which can be varied to reflect funding, guarantee
asset allocation, termination liability, and other program
considerations.

The third module is primarily concerned with formal
report generation. However, this step presents the oppor-
tunity to analyze some policy variables. Model software for
this step incorporates the capability of generating termi-
nation cash flow estimates given a termination profile for
the universe of plans. Additional software assists in the
analysis of reorganization and premium policy.

cC. POPULATION PROJECTION MODULE

The Population Projection Module produces estimates
of the plan population over a 1l0-year period. Input to this
module initializes the participant population as to age,
service, and status (active, separated vested, and retired).
Population projections, input in the form of growth factors,
are used to generate total changes in the active population,
processes of death, withdrawal from the plan, hiring practices,
and procedures followed during reductions in force are
modelled. 1In addition, the population is aged and retirement
occurs under specified criteria.

1. Age, Service, and Status Data

Active and separated vested participants are
initialized with age and service distributions similar to
those presented in Figure 2. The initial data are presented
in five-year incremental cells for age and service (age
cells range from 20 through 64 years; services ranges from
zero through 45 years).
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RV

REE Ice 0 5 10 15 20 25 30 30+ TOTALS
20-24
25-29 145 145
30-34 40 79 119
15-39 16 33 49 93
40-44 9 19 28 33 9
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TO1ALS 227 163 126 104 30 60 37 17 817

FIGURE 2
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Implicit in the manner in which these age and
service distributions are constructed are two assumptions:

1. Service before the age of 20 is not con-
sidered. Participants found to be less than 20 years of
age are added to the 20-24 year cell.

2. Late retirement beyond the age of 65 is not
allowed.

Data on retirees are initially presented by age
cells. These are five-year cells ranging from the age of
50 through 69. The number of retirees beyond the age of
69 is initially grouped in one single number. Inherent in
this distribution is the assumption that no retirement is
allowed before the age of 50.

2. Smoothing of Initial Age and Service Cells

In order to work with the population in yearly
groups, the initial distributions are smoothed. This
involves taking the numbers in each of the five-year cells
and transforming them into one-year cells. For active and
separated vested distributions, the totals in each five-year
cell are divided equally into five one-year cells created
by incrementing both the age and service one year at a
time. For example, if there initially were 500 active parti-
cipants in the cell representing ages from 45 through 49 and
service from 10 through 14 years, that number would be dis-
tributed into the following groupings:

100 active participants of age 45
with 10 years of service

100 active participants of age 46
with 11 years of service

100 active participants of age 47 with 12
years of service

100 active participants of age 48
with 13 years of service

100 active participants of age 49
with 14 years of service
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The model can accommodate any hiring procedure one
wishes to define. The default procedure adds participants
in the age groups from 20 years to 35 years. A sum-of-the-years
digits approach is employed to weight the proportion intro-
duced into each age group with the heaviest proportion going
to the younger ages. All new hires are added with no prior
service and thus the rehiring of previous participants is
not considered.

Reductions in force are performed on a strictly
seniority basis, reducing participants with the least years
of service first.

The model incorporates three withdrawal tables which
have been assigned to specific plans in order to reflect the
characteristics of the individual plans and the industries
within which they are organized. Mortality is chosen using
the 1971 GAM tables. The model also accepts a user defined
factor which will be applied to withdrawal and mortality
factors to increase or decrease their impact.

As previously indicated, retired participants are
initialized only with respect to age. However, as partici-
pants retire within subsequent years they retain both age
and service identifiers. 1Initial retirees are given benefit
amounts to reflect reported benefits in pay status. Sub-
sequent retirees have benefits calculated under the benefit
formula which is input to the simulation in the next modelling
step (discussed in the next section). 1In addition, information
is retained on the year in which retirement occurred so that
the model can structure asset allocation categories under
the program phase-in strategy which guarantees only post-ERISA
accruals. This procedure is discussed further in the next
section.

The withdrawal of a sponsoring employer can be
modelled through the Population Projection Module. To
accomplish this, the user must define the proportion of
the population which is lost in each year due to withdrawals.
The participants affected are assumed to be distributed uni-
formly across all age and service cells. These participants
are removed from the active distribution and added to the
separated vested population so that they no longer accrue
benefits.



-22-~

As the population is aged, active and separated
vested participants are retired according to the retirement
criteria defined by the user. The model accommodates a
normal retirement age, an early retirement age and service
criteria, and a forced retirement criteria based on
credited service. Forced retirement assumes no reduction
in benefits. Other early retirement allows the user to
define a percentage reduction for each year. The model
also allows the user to define a percentage which is applied
to each cell containing participants eligible for early
retirement to determine the number actually retired. All
participants are retired automatically upon reaching normal
retirement age.

The model does not incorporate disability benefits.

The processes outlined above are reiterated for
each year over which projections are to be made. An age
and service distribution is generated for each year and for
each participant status.

The described software outputs two files for each
plan. One of these files contains all of the age, service,
and status projections for subsequent processing by the valua-
tion software. In addition, a file is stored containing
summary statistics for each of the projection years.

D. VALUATION MODULE

The Valuation Module performs all of the benefit
accrual and costing calculations. It provides estimates of
contributions, plan expenses, and assets over time. Also,
termination liabilities and plan asset insufficiencies are
estimated each year.

The calculations performed by this module can best
be grouped into two categories. One of these categories
covers the computations required under the assumptions that
the plan is ongoing. The second concerns those computations
required in estimating termination liabilities. While both
of these categories are impacted by the multiemployer program
options under consideration, the second category is severely
impacted through the guaranty, benefit phase-in, program
phase-in, and asset allocation options.
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1. Initializagion of Decrement Rates

The first step in the procedure is to initialize
the mortality tables to be utilized. Any table which has
been loaded can be employed. Employee withdrawal rates
are combined with the mortality rates for the ongoing costing
of benefits for active participants. These are the same
tables employed in the Population Projection Module. The
costing of benefits for separated vested and retired parti-
cipants is accomplished with tables reflecting only mor-
tality. The UP-1984 Mortality Table with PBGC valuation
rates was used for costing termination liabilities.

2. Benefit Entitlements

Two basic input sources are used in performing these
calculations. The major source consists of the age and service
projections output from the previous module. The other input
source is a data file on each plan containing data on the
interest rate assumption employed by the plan, benefit type
and rate, vesting type, benefits in pay status, initial
assets, contributions, and the identification of the with-
drawal table to be employed for the plans.

Accrued vested benefits are calculated each year
for each status grouping as they are always required for the
category five allocations. Similarly, total projected benefits
through normal retirement age are calculated for all actives
for use in the normal cost calculations. If guaranteed
benefits are to be based on accruals subsequent to the
effective date of the plan, accrued vested benefits are
calculated for each status grouping from that time period
forward. Since an age and service distribution is not
available for retirees at the start of the simulation, the
accrued vested benefits from the effective date of the plan
for that group cannot be determined. This could be a source
of difficulty when applying this guaranteeable benefit
option. However, all the analysis performed to date has
used an allocation to retirees prior to the guarantees and
in most cases the full benefit of retirees is covered.

Thus, little inaccuracy is reflected in the results. Under
the post-ERISA guaranty strategy, both the pre-ERISA and
post-ERISA accruals must be calculated for retirees to

provide the basis for the allocation of assets. To accomplish
this, the age and service distribution for retirees created
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by the Population Projection Module identify the year of
retirement for each age and service cell. From this
information the amount of retiree benefits to be guaran-
teeable can be determined.

3. Ongoing Plan Calculations

Identical calculations are performed on each plan
in order to determine estimated contributions and cash flow
projections. Funding costs are calculated assuming the Entry
Age Normal Method. The payments required to amortize the
initial past service liability can be user defined.

A negotiation cycle of three years is assumed for
each plan, with the first period commencing with the start
of the simulation. A contribution rate is calculated on a
per active participant basis. The rate is held constant
over the three-year negotiation period and actual contri-
butions are driven by that rate and the number of active
participants in the plan in each year. At the end of each
three-year period shortfalls in contributions can be deter-
mined and a schedule of payments established to amortize
that shortfall over a period of fifteen years. Also, the
contribution rate can be revised to bring the payment in
line with minimum funding requirements at the end of each
three-year period. The model allows the user to establish a
maximum on the amount that the contribution rate can be
raised in any period so that contributions will not neces-
sarily always be self-correcting.

Benefit increases are simulated and allowed at the
end of each three-year period. Increases in the past
service liability caused by benefit increases are identified
and an amortization schedule developed to write off that
liability over a period defined by the user.
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4, Termination Calculations

In each year of the simulation, estimated termi-
nation liabilities are determined. The specific calculations
to be performed depend upon the program option assumed for
the particular simulation.

a. Determining Guaranteed Benefits

Determination of the guaranteeable benefit
requires a unique step to accommodate the benefit phase-in
rule. Changes in benefit amounts occurring due to benefit
increases must be identified as well as the number of years
from the current year that they were granted. Once the
benefit increases have been determined, the appropriate
phase-in rule is applied along with any maximums or minimums
specified by the user. Then calculations are performed on
each of the age and service cells, and present value cal-
culated. If the program phase-in option has been elected,
the guaranteed benefit is further reduced to reflect the
year of the simulation.

b. Allocation of Assets

The allocation of assets addresses three
priority categories:

First, retirees and those within five
years of retirement,

Second, guaranteed benefits not included
in prior allocation, and

Third, total vested benefits not included
in prior allocation.

Employee contributions are not considered
in the model and allocation beyond the vested accrued
benefits is unimportant to the analysis.
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To perform the allocation of as$ets, both the
present value of the total benefits assigned to each allo-
cation category and the benefit amounts in each of the age
cells of each category must be available. Assets are
allocated in turn to the total present value of all bene-
fits in each category. If the assets are exhausted in any
of the categories, a partial allocation is performed,
allocating assets to each age cell in the proportion that
the benefit amounts in that cell bear to the total benefits
in the category. The benefit amounts in each age cell and
each category that have been covered by an allocation of
assets and/or are guaranteed are stored in a data set for
the later generation of termination benefit cash flow
estimates.

Benefits accrued through the year of the simu-
lation for retired participants and those within five years
of normal retirement are combined to form one allocation
category. If the allocation is first to guaranteed benefits,
benefits in the previously formed category are reduced by
the amount of the guaranteed benefit for those participants.
An additional category is formed to receive the final
allocation. This category contains the accrued vested benefits
for all participants less those assigned to the previous
categories.

The allocation proceeds from category to category
in the sequence defined by the option chosen. If the
allocation is made first to that category composed of
retirees and those within five years of normal retirement,
the guaranteed benefits of those participants are reduced
by the amount of the guaranteeable benefits which were
covered by that allocation.

E. MODEL OUTPUT

Although the model retains a variety of output
on disk, two formal reports are developed. The first of
these is shown in Figure 3. This report displays the valua-
tion results for the normal ten-year period of simulation.
Each of the combinations of program options run is given an
alpha code and this is shown at the top of the page along with
plan identifier information. Second, certain reference
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information is displayed indicating initializing data and
assumptions concerning the plan. Following this, the
valuation results are displayed along with several ratios
which are provided to assist in the analysis. One sheet
of output is provided for each plan and each program
option combination in the sample of plans run. A summary
page is also provided which displays accumulated values
for all plans in the sample under each option combination.

The second standard output is shown in Figure 4.
This report displavs the expected benefit payment outflow
under the conditions of a termination. Benefits which
resulted from each of the allocation categories is shown
along with a total payout. This report also displays a
repayment stream of employer termination liabilities for
both unfunded guaranteed and accrued vested liabilities.
The years of amortization of the liability is defined by the
user and reflect the PBGC interest rate. At the bottom of
the display, termination benefit entitlements for partici-
pants are shown by age group.

This report uses a standard 20-year projection.
The year in which the termination occurs is user defined.
Totals for the sample are provided on the first page of
the report.
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ATTA"““ENT 1

PLANS IN THE SAMPLE AS A PERCENTAGE O_ _LANS AND PARTICIPANTS IN EACH INDUSTRY

Small Plans in Sample (< 10,000 Participants) All Plans in Sample
No. of $ of All No. of $ of All No. of $ of No. of % of
Industry Sample Small Sample Small Plan Sample All Sample All
Code Plans Plans Participants Participants Plans Plans Participants Participants

01 - - - - 1 100 16,500 100

02 - - - - 2 100 268,847 100
03 3 37.5 5,510 16.7 5 50.0 48,287 63.7
04 11 6.6 6,690 4.5 14 8.2 59,123 29.6
05 3 8.6 2,939 5.2 4 11.1 37,939 41.3
06 7 6.4 7,728 7.2 9 8.1 218,068 68.5
07 14 6.8 14,383 10.1 16 7.7 66,083 34.2
08 5 6.6 19,429 24.8 7 9.0 112,372 65.6
09 21 6.8 57,361 8.8 51 15.1 777,385 56.7
10 3 75.0 11,026 97.8 4 80.0 56,026 99.6
11 3 27.3 11,466 34.5 3 27.3 11,466 34.5
12 3 27.3 4,137 22.7 3 27.3 4,137 22.7
13 3 25.0 5,570 36.0 4 30.8 114,620 92.1
14 3 33.3 6,983 46.6 3 33.3 6,983 46.6
15 3 16.7 4,459 14.9 6 28.6 592,157 95.9
16 3 30.0 2,765 32.9 3 30.0 2,765 32.9
17 3 42.9 5,017 35.8 5 55.6 51,854 85.2
18 3 60.0 6,159 68.9 6 75.0 117,980 97.7
19 3 60.0 9,431 82.7 4 66.7 37,225 95.0
20 4 6.7 4,439 6.4 7 11.1 164,173 71.7
21 3 37.5 15,072 68.5 4 44.4 28,043 80.2
22 3 7.7 12,671 15.5 5 11.9 125,206 52.8
23 5 7.4 20,538 17.8 10 13.7 172,670 64.6
24 5 6.6 18,704 10.4 15 17.4 1,278,421 88.8
25 3 5.8 10,297 11.1 8 13.8 115,926 58.5
26 3 20.0 2,375 17.8 3 20.0 2,375 17.8
27 3 42.9 6,455 35.6 3 42.9 6,455 35.6
28 3 9.4 16,685 15.4 14 32.6 301,306 76.7
29 3 75.0 12,916 82.3 3 75.0 12,916 82.3
30 3 6.1 13,658 12.1 13 22.0 350,482 77.9
31 3 7.1 9,308 7.4 10 19.6 141,009 44.2
32 3 15.0 9,727 31.3 3 15.0 9,727 31.3
33 3 37.5 11,233 63.3 4 44.4 27,510 80.8
34 3 14.3 1,026 5.7 6 25.0 61,350 78.2
35 3 21.4 3,319 21.1 5 31.3 52,516 80.9
36 3 37.5 15,495 63.8 5 50.0 83,741 90.5
37 3 8.1 1,753 3.0 7 16.6 111,267 62.1
38 3 6.4 2,225 2.6 4 8.3 25,532 23.3
Totall/ 156 9.7 368,949 14.2 279 16.1 5,670,442 71.0

1/ The total number of plans and participants in this table differs slightly from the totals presented

- in Table 1 in Part VIII and Tables 1 and 4 in Appendix XIV. The estimates here are based upon
adjusted 1976 PBGC premium records while the estimates in Part VIII and Appendix XIV are based upon
the latest available plan data filed with the Department of Labor under ERISA reporting requirements.

SOURCE: Multiemployer plan universe data based upon adjusted 1976 PBGC premium records.
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ATTACHMENT 2

THE CLASSIFICATION OF ALL MULTIEMPLOYER PLANS BY INDUSTRY

All Plans With More All Plans With Fewer Total for
Industry Than 10,000 Participants Than 10,000 Participants All Plans
No. Plans Participants Plans Participants Plans Participants
(1} 1 16,500 - - 1 16,500
02 2 268,847 - - 2 268,847
03 2 42,777 8 33,064 10 75,841
04 3 52,433 167 147,291 170 199,724
05 1 35,000 35 56,905 36 91,905
06 2 210,340 109 107,966 111 318,306
07 2 51,700 207 141,721 209 193,421
08 ’ 2 92,943 76 78,433 78 171,376
09 30 720,024 308 651,290 338 1,371,314
10 1 45,000 4 11,275 5 56,275
11 - - 11 33,211 11 33,211
12 - - 11 18,245 11 18,245
13 1 109,050 12 15,452 13 124,502
14 - - 9 14,976 9 14,976
15 3 587,698 18 29,926 21 617,624
16 - - 10 8,401 10 8,401
17 2 46,837 7 14,032 9 60,869
18 3 111,821 5 8,939 8 120,760
19 1l 27,794 5 11,397 6 39,191
20 3 159,734 60 69,299 63 229,033
21 1 12,971 8 22,004 9 34,975
22 3 134,535 39 81,991 42 216,526
23 5 152,132 68 115,239 73 267,371
24 10 1,259,717 76 179,707 86 1,439,424
25 5 105,629 52 92,675 57 198,304
26 - - 15 13,338 15 13,338
27 — - 7 18,127 7 18,127
28 11 284,621 32 108,345 43 392,966
29 - - 4 15,688 4 15,688
30 10 336,824 49 113,271 59 450,095
31 9 192,701 42 126,549 51 319,250
32 - - 20 31,126 20 31,126
33 1 16,277 8 17,758 9 34,035
34 3 60,324 21 18,102 24 78,426
35 2 49,197 14 15,698 16 64,895
36 2 68,246 8 24,282 10 92,528
37 5 121,451 37 57,597 42 179,048
38 1 23,307 47 86,265 48 109,572
Totall/ 127 5,396,430 1,609 2,589,585 1,736 7,986,015

1/ The total number of plans and participants in this table differs slightly from the totals
presented in Table 1 in Part VIII and Tables 1 and 4 in Appendix XIV. The estimates here
are based upon adjusted 1976 PBGC premium records while the estimates in Part VIII and
Appendix XIV are based upon the latest available plan data filed with the Department of
Labor under ERISA reporting requirements.

SOURCE: Multiemployer plan universe data based upon adjusted 1976 PBGC premium records.
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ATTACHMENT 3

THE 38 INDUSTRY CATEGORIES IN THE 279 PLAN SAMPLE

Industry Number

01
02
03
04
05
06
07
08
09
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

Name

Anthracite Mining
Bituminous Mining
Heavy Construction
Plumbing

Painting

Heavy Construction
Masonry

Roofing and Sheet Metal
Other Construction
Canning

Meat Packing

Milk

Baking and Confectionary
Breweries

Apparel and Textiles
Millinery

Lumber

Furniture

Paper

Printing

Leather

Metal Working

Other Manufacturing
Trucking

Water Transportation
Wholesale Trade
Retail Trade

Food Retailing
Restaurants and Bars
Other Trade

Hotels

Laundries

Building Services
Movies

Recreation

Hospitals

Other Services

Other Industries



10

50 AVERAGE AGE EQUALS 33
60 ACTIVEFARTICIFANTS:

70 0.130E400 0.000E+00
80 0.154E+00 0.742E-01
90 0.883E-01 0.852€-01
100 0.479E-01 0.505E-01
110 0.260E-01 0.266E-01
120 0.103E-01 0.141E-01
130 0.692E-02 0.932E-02
140 0.466E-02 0.598€-02

150
160
180
190
200
210
220
230
240
250
260
270
280
12

330
340
350
360
370
8o
3v0
400
410
420
430
450
460
470
480
490
300
%10
S0
230
S40
95

590
6G0
A1
s£00
630
640
650
580
A7)

0.739€-03 0.103g-02

FRACTION VESTED EQUALS

0.000E +00
0.000E+00

0.415€-01

0.327¢e-01
0.164E-01
0.109€-01
0.8H5E-02
0.635E-02
0.112E-02

SEFARATED VESTED FARTICIPANTS:

0.000E400 0.000E400
0.000E400 0.000E+00
0.000E+00 0,000E +00
0.000E+00 0.000£+400
0.000€400 0.000E+00
0.000E+00 0.000E400
0.000E400 0.000E+00
0.000E400 0.000E +00
0.000E+00 0.000€E+00

AVERAGE AGE ENUALS 36

0.000E+00

0.000£ 400
0.157E400
0.124E 400
0.627€-01
0.413E-01
0.335€-01
0.241E-01
0.423£-02

0.000E+00

0.000£400
0.000E400

0.258E-01
0.166E-01
0.103E-01
0.817E-02
0.715€-02
0.126€E-02

0.000E400
0.000E400
0.000E400
0.976€E-01
0.627€-01
0.387E -01
0.310E-01
0.271€-01
0.478E-02

FRACTION VESTED" EOQUALS

0.000E+400
0.000E +00
0.000E +00
0.259€-01
0.178E-01
0.120E-01
0.993E-02
0.801E-02
0.148€-02

0.000E+00
0.000E+00
0.000E+00
0.912E-01
0.419F-01
0.423E-01
0,349 -01
0.282€-01
0.519e-02

FLALYION DESTEDL EQUALS

ACTIVEFARTICIFANTS?

0.126E+00 0.000E+00 0.000€+00
0.142E400 0.485E-01 0.000E +00
0.821E-01 0.753E-0% 0.386€-01
0.482€F -01 0.507€-01 0.329€-01
Q.276E-01 0.2828-01 0.176E-01
0.121E-01 0.165E-01 0.128E-01
0.841€-02 0.113E-01 0.108€-01

WH22E-02 G.665E-02 0.711E-02
0.864F-03 0. 120E-02 0.131E-02
SEFARATED VESTED €ARTICIFANTS!
0.000E+00 0.020E+00 0.000E+00
0.00QE 400 0.000E400 0.000E+00
0.000E+00 0.000€E+00 0.136E400
0.000E+00 Q.000E+00 0.116E+00
0.000E400 C.LODEHO0 2.617€-01
0.UN0E+OO NP VI ¢ 0.447£-01
CL.GO0E+N0 0.CO%E400 5.3788 -514
0.000F 400 0. 120E400 7..2950E -1
7.Q00F +00 0. I0NE 400 0.150F -02
AVERAGE AGE EUUALS 37
ACTIUFFARTILIE AMISe

TLLILEHGO 2 0QOF 70 0.0,00 400
.17+ 00 [SRT A KA | Do 00 s QU
0.7/0F 01 Q.78a% D} +AACE 01
G.44k-01 D869 01 0. .o4t Q1
G.301+ -01 e 3086 01 G.iref O
G,18.¢6 o1 .1g2f 01 oAl 01
LR IS (SNSRI N R [FISREE T ¥ |

N.,000L100
2.0000400
0.000F +060
0.237L-01
0.192¢ 01
D 136F O}
O 1158 ot

0.264 FRACTION OVER ABE 33 EQUALS
0.000E400 0.000£400 0.000E4+00
0.000€E400 0.000E+00 0.000E400
0.000E+400 0.000€+00 0.000£400
0.000E+00 0.000E+00 ©0.000E+00
0.134€-01 0.000E+00 0.000€400
0.9359€E-02 0.763E-02 0.000E£400
0.786E-02 0.672E-02 0.406E-02
0.800£-02 0.758€-02 0.518€-02
0.142E-02 0.142€-02 0.112€-02
0.000€+00 0.000E+00 0.000E+00
0.000€400 0.000£+00 0.000£ 400
0.000E+4+00 0.000E+400 0.000E+00
0.000E400 0.000E400 0.000€+00
0.507E-01 0.000E+00 0.000E+00
0.343E-01 .289€-01 0.000E+00
0.298€E-01 0.254E-01 0.154E-01
0.303E-01 0.287€-01 0.196E-01
0.539E-02 0.539€-02 0.423E-02
0.284 FRACTION OVER AGE 55 £QUALS
0.000€+00 ©0.000€E400 0.000€ +00
0.000€+400 0.000E+400 0.000£ +00
0.000E+00 0.000E+00 0.000E+00
0.000E+00 0.000E+00 0.000E+00
0.142E-01 0.000E400 0, 000E 400
0.112E-01 0.893E-02 0.000E+00
0.955£-02 0.816£-02 0.493E-02
0.894E-02 0.84BE-02 0.580E-02
0,167E-02 0.167€-02 0.131E-02
0.000E+00 0.000E+00 0.000E +00
0.000E+00 0.000€E+00 0.000£+00
0.000E+00 0.000E+00 0.000F+00
0.000E+00 0.000E+00 0.000E+4+00
0.301E- 01 0.000E+00 0.900E400
. 39GE-01 0.314E-01 0. 500Vt +00
0.336E-01 0.287€ -01 9.174E-01
0.315€E-01 0.277E-01 G.ZCAE-01
0.586E-02 0.584E-02 0.440E-02
D.319 FRALCTION OVER AGE S5 tOuAaLS
0. GO0E OO G .D0O0F +00 G.N00E +0G
0.000E+00 0.000E 400 CLCCOR 00
0.000fF +00 0.000F +00 J.COR 00
0.000E 400 0.000F +00 0.990 400
0.15%E 01 0.000F +00 5.00CE +00
0.127¢ 01 0.101t ¢} .15 100
0.1100 21 .94t -02 DLLSOE 02

ATTACBMENT 4. AGE AND SBRVICE DISTKISUYIONS FOR ACTIVE AND SEPARATED VESTED PARTICIPANTS

0.0546

0.000E+400
0.000E+00

0.000E 400

0.000€+400
0.000E+00
0.000E+00
0.000E+00
0.202€£-02
0.584E-03

0.000E+00
0.000E+00
0.000€E +00
0.000£400
0.000E+00
0.000E +00

0.000E+00
0.766E-02
0.222e-02

0.063

0.000E+00
0.000€E+00
0.000E+00
0.000E400
0.000E4+00
0.000E+00
0.000E400

J227€-02
0.685E-03

0.000E+400
0.000€400
0.000E400
0.000E+CO

0.000E400

0.000E +450
0.000f +00
0.797E-02
n.241E 92

0.0%94

D.00E 400
5.2008 400
0.000L 400
2.000t +00
0.00Q0F +00
0.030L +00
n.00HNE 400

0.0Q00E+00
0.000E+00
0.000E+00
0.000E+00
0.000E+00
0.000£400
0.000E+00
0.000E+00
0.279€-03

0.000E+00
0.000€ +00
0.000E+00
0.000E+00
0.000E +00
0.000£+00
0.000E+00
0.000E+00
0.106E-02

0.000E+00
0.000E +00
0.000E+00
0.000E+00
0.000€+00
0.000E+00
0.000E+00
0.CO0OE+00
0.3276-03

0.000E+00
0.000E +00

0.000€E400
0.000F +00

.000FE GO

. N00L +00

«000E +0C

-000GE+OS
<115F-02

[N e o)

0.G0G"F +00
G.000E N0

2.0001 4400

0.000F ¢ 00
0.000F +00
0.000t +00
D.OOCF GO

_E E_
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480 0.620E-02 0.793€-02 0.843€-02 0.951€-02
690 0.257E-02 0.357€-02 0.386E -02 0.438€-02
700

720 SEPARATED VESTED PARTICIPANTS!

730 0.000E+00 0.000E+00 0., 000E +00 0.000E+00
740 0.000E+00 0.000€+00 0.000€ +00 0.000E+00
750 0.000E+400 0.000E +00 0.114E+00 0.000E +00
760 0.000E+00 0.000E+00 0.954€ -01 0.752£-01
770 0.000£+00 0.000€+00 0.402€ -01 0.602E-01
780 0.000E +00 0.000E+00 0.453€-01 0.427E-01
790 0.000E+00 0.000E+00 0.390€-01 0.360E-01
800 0.000F +00 0.000E +00 0.265€-01 0.299€-01
8910 0.000€+00 0.000E +00 0.1226€-01 0.138E-01
820

860 AVERAGE AGE EQUALS 38 FRACTION VESTED EQUALS
870 ACTIVEPARTICIFANTS?

880 0.103E£400 0.000E+00 0.000E400 0.000E+00
890 0.118€+00 0.570€-01 0.000€+400 0.000E +00
900 0.720€-01 0.695E-01 0.339€-01 0.000E+00
910 0.441€-01 0.464£-01 0.301€-01 0.237£-01
920 0.298€-01 0.304€-01 0.190E-01 0.190£-01
930 0.152€-01 0.208€£-01 0.141€-01 0.151€-01
940 0.110E-01 0.148€-01 0.140E-01 0.130E-01
950 0.716E-02 0.918£-02 0.976€-02 0.110€-01
960 0.339£-02 0.471€-02 0.512€-02 0.578€£-02
970

990 SEPARATED VESTED PARTICIPANTSS

1000 0,000E+00 0.000E +00 0.000E+00 0.000E+00
1010 0.000E +00 0.000£400 0,000£400 0.000£400
1020 0.000E+00 0.000€+00 0.988€-01 0.000E+00
1030 0.000€ +00 0.000E +00 0.877€-0t 0.691E-01
1040 0.000E +00 0.000E +00 0.553E-01 0.553€-01
1050 0.000E 400 0.000€ +00 0.449E-01 0.442E-01
1060 0.000E+00 0.000E +00 0.410€-01 0.378£-01
1070 0.000E+00 0.000E +00 0.285E-01 0.320E-01
1080 0.000E +00 0.000E +00 0.149€-01 0.169E-01
1090

1130 AVERAGE AGE EQUALS 39 FRACTION VESTED EQUALS
1140 ACTIVEPARTICIPANTS!

1150 0.949€-01 0.000E +00 0.000E +00 0.000€E+00
1160 0.107E+00 0.514€-01 0.000E 400 0.000£400
1170 0.448€-01 0.626E-01 0.305E-01 0.000E +00
1180 0.418£-01 0.440€-01 0.285E-01 0.225F -01
1190 0.304E-01 0.311E-01 0.194€-01 0.194EF -01
1200 0.173E-01 0.236€-01 0.182E-01 0.172€-01
1210 0.126E-01 0.170€E-01 0.161E-01 0.149€-01
1220 0.8356-02 0.107€-01 0.114F -01 0.128€-01
1230 0.432E-02 0.601E-02 0.654F-02 0.738¢-02
1240

1260 SEFARATED VESTED FARTICIFANTS:

1270 0.GO0E400 0.000F $00 0.000E+00 0.000€ +00
1280 0.CO0E+00 7.000E +00 0.000E +00 0.000£ 400
1290 0.000E+00 0.000E +00 0.8206- 01 0.000F +00
1300 9.0600E+00 0.000F +00 0.766€-01 0.604¢ -01
1310 0.000F +00 0.000F +00 0.52CF 0f 0,520 - 01
1320 0.000F +00 0.000F 400 0. 4%0F 01 0.442E - 01

0.106E-01 0.101E-01 0.688€-02
0.494E-02 0.494E-02 0.388£-02
0.000£400 0.000E +00 0.00QE400
0.000E +00 0.000£+00 0.000E+00
0.000E +00 0.000E+00 0.000E+00
0.000E+400 0.000€E+400 0.000€E+400
0.484E-01 0.000E +00 0.000£+00
0.398E-01 0.317€-01 0.000E+00
0.346E-01 0.296E-01 0.179E-01
0.334E-01 0.316E -0t «216€-01
0.155€-01 0.155€-01 0.122e-01
0.343 FRACTION OVER ABE 55 EQUALS
0.000E+00 0.000€+00 0.000E400
0.000E+00 0.000£4+00 0.000E+00
0.000E +00 0.000€+00 0.000E4+00
0.000E {00 0.000€+00 0.000€E+00
0.153E-01 0.000E +00 0.000E+00
0.141E-01 0.112E-01 0.000F +00
0.125£-01 0.107€-01 0.644E-02
0.123E-08 0.116€-01 0.795€-02
0.653E-02 0.4653E-02 0.512¢F--02
0. 000E 400 0.000E+00 0.000£400
0.000E+400 0.000E +00 0.000E+00
0.000E400 0.000E+00 0.000E+4+00
0.000t 400 0.000E+00 0.000E+00
0.44/g-01 0.000E+00 0.000E+00
0.412€6-01 0.328£-01 0.000E400
0.364€-01 0.311E-01 0.188E-01
0.358€-01 0.3396-01 0.232€-01
0.190€E-01 0.190€-01 0.149E-01
0.372 FRACTION OVER AGE 55 EQUALS
0.000E+00 0.000E+00 0.000E+00
0.000E+00 0.000E+00 0.000E+00
0.000E+00 0.000E400 0.000E400
0.000€400 0.000€E {00 0.000E400
0.157¢ -01 0.000E 400 0.000F +00
0.140€£-01 0.128E-01 0.000€E+00
0.143E-01 0.122€-01 0.740E-02
0.143E-01 0.136E-01 0.928C-02
0.,833E-02 0.833¢ -02 0.46%4E-02
0.000t +00 0.0OCE +00 0.000E+00
0.000E 00 0.000C+50 0.000¢ +00
0.000E+00 0.000€ +00 7.000E+00
0.000E +00 0.000F +00 N.000E+00
0.421F 01 0.000f +00 <. NO0F OO
0.430t Ot 0. %43 01 0.000t +00

0.269€-02
0.203E-02

0.000E+00
0.000F +00
0.000fF 00
0.000E+00
0.000E+00
0.000E+00
0.000E400
0.845E-02
0.63%€-02

0.113

0.000€ +00
0.000E+00
0.000£+400
0.000E +00
0.000E+00
0.000£+00
0.000E+00
0.311€-02
0.268E-02

0. 000€ #00
0.000E+00
0.000E400
0.000E +00
0.000E +00
0.000E +00
0.000E+00
0.906E-02
0.783€E-02

0.137

0.000E +00
0.000E 400
0.000E +00

0.000FE +00

0.000F +00
0.000E+00
0.000E+00

0.3&3E 02
0.343E-02

0.000€ +00
0.000L 00
0.000€ 400
0.000E 100

0.000F +00
0.000F +00

0.000€E+00
0.970E-03

0.000E+00
0.000E+00

0.000€E 400

0.000E+00
©0.000E400

0.000E +00

0.000E400
0.000f +00
0.305E-02

0.000E +00
0.000E +00

0.000£ 100

0.000€+00
0.000E+00
0.000£ +00

0.000E+400

0.000f +00
0.128€-02

0.000€E 400
0.000€ +00
0.000F +00
0.000E +00
0.000E+00
0.000E+00
0.000E 00
0.000£ 400
0.373E-02

0.000£+00
0.000E+00

0.000£400

0.000£ 400
0.000E +00

0.000€+00

0.000E +00

0.000¢ +00
0.163E-02

0.000F +00
0.0008 400
0.000t +00
0.000f +00
0.000€+20
N.000E $00

_.v E._
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0.000E+00 0.000E 400 0.433E-01 0.400E-01
0.000€E400 0.000€400 0.306E-01 0.344€-01
0.000£+400 0.000€E+00 0.176E-01 0.198E-01
AVERAGE ABE EQUALS 40 FRACTION VESTED EGUALS
ACTIVEPARTICIFANTS:

0.749€-01 0.000E+00 0.000€+00 0.000E+00
0.925€-01 0.445€-01 0.000E+00 0.000E+400
0.603E-01 0.585E-01% 0.285E-01 0.000E+00
0.418€-01 0.440£-01 0.285E-01 0.223E-01
0.304E-01 0.311€-01 0.194E-01 0.194E-01
0.190€-01 0.260€-01 0.201E-01 0.18%9E-01
0.140E-01 0.189E-01 0.179E-01 0.1646E-01
0.939€-02 0.121€-01 0.128€-01 0.144E-01
0.432E-02 0.601E~-02 0.4654E-02 0.738E-02
SEPARATED VESTED PARTICIFANTS:

0.000E+400 0.000E+00 0.000E+00 0.000E+00
0.000E+00 0.000E+00 0.000E+00 0,000E+00
0.000E+00 0.000E+00 0.727E -01 0.000E+00
0.000€ +00 0.000E+00 0.727€-01 0.573E-01
0.000E+00 0.000€+400 0.494E-01 0.494E-01
0.000E+00 0.000E400 0.512E-01 0.482E-01
0.000€+400 0.000€+00 0.457E-01 0.4226-01
©0.000£E4+00 0.000E+00 0.327E-01 0,.368BE-01
0.000E+00 0.000E +00 0.167€-01 0.188E-01
AVERAGE AGE EQUALS 41 FRACTION VESTED EGQUALS
ACTIVEPARTICIPANTS?

0.826E-01 0.000E+00 0.000E +00 0.000E+00
0.837£-01 0.403E-01 0.000€+00 0.000E+00
0.550€-01 0.532e-01 0.259€-01 0.000E+00
0.3/8£-01 0.398¢ -01 0.258€-01 0.203E-01
0.325€-01 0.332€-01 0.,07€-01 0.207E-01
0.273E-01 0.278£-01 «214E-01 »202€ -01
0.165E-01 0.222F -0t 0.211E-01 0.193€-01
0.10628 -01 0.131€-01 0.139E-01 0.157€ -01
0.506E 02 0.706E 02 0.769E-02 0.86BE-02
SEFARATED VESTED FAKTICIPANTS!

0.000E +00 0.000E+00 0.000E+00 0.000E+00
2.000E400 0.000¢ +00 C.000F 400 0.Q00E+00
0. Lo +00 0.000£+400 0.617E-01 0.000E 400
J.ULIE400 0.00QE+00 0.414€-0G1 J.484€-01
0.00%E+00 0.000¢ +00 0.4735-01 0.493E-01
0.L70F 400 0.000f 400 0.511E-01 2.481E-01
C.,GO0kE 100 0.000E+00 G. N2E-01 2. 464E-01
0.2 0t +00 0.000£4GO 0.310E-01 N.374F-01
DS dOT A0 N.00ut +30 N U3E 9 G.2078-01
AURRAGE Al Fanal 547 PEACTION UESTED FAUALS
ACTIVEFARTI [ ANTSE

0.7%1E-01 2.000F +00 0.000¢ +00 0.00G0E 00
0.704E-91 0. 137801 0.NO0L +00 0.200K +00
0.4711 01 [N MM Sl | ' (o3} Q.000CE +00
0.382¢ 91 .80, N o1 0.00L 01

0.3685& -

o1

0.383E-01
0.224€-01

0.392

0.329€-01
0.365E-01
0.224€£-01

0.199€-01
0.249E-01
0.176E-01

FRACTION OVER AGE 335 EQUALS

0.000E+00
0.000E +00
©0.000E +00
0.000E+00
0.3137E-01
0.176E-01

0.159€-
O.1861E-
0.833E-

01
01
02

0.000E+00
0.000E +00
0.000E+400
0.000E+00
0.399€-01

2.450E-
Q. 406E-

01

o1

0.411E-01

0.212€

0.420

-01

0.000E+00
0.000E+00
0.000€E+00
0.000E400
0.000€E+00
0.140£E-01
0.136E-01
0.153€-01
0.833E-02

0.000E +00
0.000E+00
0.000€E+00
0.000€ +00
0.000€400
0.358£-01
0.347t-01
0.390E-01
0.2128-01

0.000E+00
0.000E+00
0.000£+00
0.000E +00
0.000E +00
0.000E+00
0.822¢ -02
0.104E-01
0.654€-02

0.000E+400
0.000E+00

0.000E+0Q0

0.000E+00
0.000E+00
0.000E +00
0.210E-01
0.266E-01
0.167E-01

FRACTION OVER AGE 35 EQUALS

0.000£ 400
0.000E100
0.000E+400
0.000F +00

0.167E -
0.188€ -

01
ot

0.187F -01

0.176€

-01
0.979¢f -

02

0.000E+00
0.,000E+00
0.000E 100

0.000E+00

0.37%¢
0.449E
Q. 4448

0.418F -

0.233¢

0.4%5)

0ot
C1
N1
ot

(Y]

bR

0.000F +00
0.000€ 100
0.000F 400
0,000 400

0.000E 400
0.000E+00
0.009€+00
0.000¢ +00
0.000E 400
0.150E -01
0.160E-01
0.166€-01
0.979€-02

0.000E+00
0.000€ 400
0.000& +00
0.0GHF +00
0.000E400
0.357€-01
L.3g91e ot
Q.396F -01
¢33 -01

TIde UWER AGE

0.000£ 400
0.000F +00
0.0C0E N0
N.00CE 100

0.000£400
0.000E+00
0.000E+00
0.000E+00
0.000E+00
0.000F +00
0.947E-02
0.114E-01
0.76BE-02

0.000E+00
0.000E+00
0.000F +00
0.000£+00
0,000E +00
0.000E+00
0.230F -01

«271E-01
0.1RLE -0}

LHoraUAaL Y

00,0008 +00
0.000E 4100
0.0 00
0.000t 00

0.000E+00
0.974€-02
0.920E-02

0.147

0.000E +00
0.000t +00
0.000€+00
0.000E+00
0.000f +00
0.000E+00
0.000E +00
0.408E-02
0.343€-02

0.000€ +00
0.000€ +00
0.000€+400
0.000€+00
0.000E400
0.000€E400
0.000E+00
0.104E-01
0.8740-02

0.163

0.000E+00
0,000E400
0.000€+00
0.000E+00
0.000E+00
0.00Q0E+00
0.000€+00
0.444€-07
0.403F 02

0.000E+00
0.00°t 00
«0D0GE 400
0.000t +20
0.000fF +50
0.CODE 450
0. 000F +20
0.104F -01
Q.26 H°

C. 1V

0.000E 400
0.000F +00
0L G0 400
[N R

0.000E+00
0.000E+00
0.439E-02

0.000E +Q0
0.Q00E+00

©.000F +00

0.000£400

0.000€+00

0.000E+00

0.000E+00

0.000E+00

0.163E-02

0.000E+00
0.000E+00
0.000€400
0.000E400
©0.000E +00
0.000E400
0.000E+00
0.000E400
0.417E -2

0.,000E+00
0.000E+00
0.000€4+00
0.000E +00
0.000E+00
0.000E+00
0.000L +00
0.900E+00
0.172E -02

0.000£4+00
C.GO0F 400
D.000E 400
£.000E 10
70008400
CLNOF 460
DL 008 NY
4, . O0E400
C.ANRE 00

D.000F 400
0.GOLUFCO
PRI TA SR XOER )
POl 00

..g E,—
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. 209€-01
0.204E-01
0.213E-01
0.190E-01
0.102€-01

0.000E+00
0.000€400
0.000E+00
0.455E-01
0.9463E-01
0.452€-02
0.472€-01
0.421E£-01
0.226E-01

FRACTION VESTED EQUALS

0.328€-01 0.336E-01 0.209€-01
0.2035E-01 0.201€-01 0.217e-0t
0.180E-01 0.243€-01 0,231E-01
0.124E-01 0.159E-01 0.167€-01
0.3599€-02 0.833E-02 0.904E-02
SEFARATED VESTED PARTICIPANTS:
0.000E+00 0.000E£400 0.000E+400
0.000E+00 0.000E+00 0.000E+00
0.000€E+00 0.000E +00 0.491E-01%
0.000E+00 0.000E+400 0.377e-01
0.000E+00 0.000E+00 0.463E-01
0.000E+00 0.000E+00 0.480£-01
0.000E+00 0.000E+00 0.511E-01
0.000E+00 0.000€E+00 0.374E-01
0.000E+00 0.000E+00 0.201€-01
AVERAGE AGE EQUALS 43
ACTIVEPARTICIPANTS:
0.626E-01 0.000E+00 0.000E+00
0.634E-01 0.305€E-01 0.000E+00
0.428E-01% 0.413E-01 0.201E-01
0.350€-01 0.349€-01 0.239€-01
0.328B£-01 0.3346E-01 0.209€-01
0.223E-01 0.304E-01 0.2335E--01
0.194E-01 0.262E-01 0.248£-01
0.134E-01 0.172e-01 0.183E-01
0,685€E-02 0.952E-02 0.104E-01
SEPARATED VESTED PARTICIPANTS?
0.000£100 0.000f£ 400 0.000£+400
0.000E+400 0.000E+00 0.000E+00
0.000E+00 0.000€E+400 0.423E-01
0.000E+90 0.000£400 0.5072E-01
0.000E+00 0.000£ +00 0.440E-01
0.000F +00 0.000E+00 0.493E-01
0.000€400 0.000E+00 0.522E-01
0.000E+400 0.000¢ +00 0.38%5E-01
0.,000E+00 0.000E +00 0.218E-01

AVERAGE AGE EQUALS 44
ACTIVERPARTICIFANTS?

7.527e-01
0.5%70E-01
0.389€-01
0..522€-01
7.3320-01
0.225L6-01
. M1OE -01
G.146F 01
a2 IRE 02

SEFARATED

0.000F 400
0. 00DE 00

D.0501 400

G.00OHE+0D

0.274E-01
0.376E-01
0.339€-01
0.339€-01
0.307£-01
.29 -01
No18HE 01
T.1088 01

2.500F 100
G.R0OCF L0

0. 000E+00
0.000E+00
0.000E+00
0.188E-01
0.209E-01
0.221E-01
0.229E-01
0.206E-01
0.117£-01

0.000E+00
0.000E+00
0.000E 400
0.396E-01
0.440E-01
0.465E -01
0.4B2E-01
0.434E-01
0.246E-01

FRACTION VESTED EOQUALS

0.0008400
3. 900F 4 GO
0.183E 01
0.1%t-01
N.011E 01
V.37F 01
R B |
(S A S}
0. 0I80 o

VESTED FARTICIFANTS?
0.900F 400

0.006L+00
H.OI0F 400
GLIA2E 01

0.000E+00
0.000£400
0.000E +00
0.173t 0Ot
0.211f - 01
0.224E-01
n.a0t -01
02,80 201
St 01

0.000€+400
0.0001 100
C.000F 400

0.000E+00
0.0N0E+00
0.1046E-01
0.130€-01
0.906E-02

©0.000€+00
0.000€ 400

0.000E+00

0.000E4+00

0.000E+00
0.000E 400

0.234¢€ -01

0.305€-01

0.201E-01

FRACTION OVER AGE 55 EQUALS

0.000€+00
0.000E +00
0.000E+400
0.000E+00
0.000E +Q0
0.000E+00
0.114E-01
0.149€E-01
0.104E-01

0.000E+00
0.000E+00
0.000E400
0.000E+00
0.000E +00
0.000E+00

+240E-01
G.314E -014
0.218BE-01

FRACTION OVER AGE S5 EQUALS

0.14%€-01 0.000E400
0.190E~-01 0.152€-01
0.205E-01 0.175E-01
0.213E-01 0.202€-01
0.113E-01 0.113E-01
0.000E+400 0.000E+00
0.000E400 0.000E+00
0.000E+00 0.000E+00
0.000E400 0.000£ 400
0.374€-01 0.000E+00
0.421E-01 0.335E-01
0.454E-01 0.387¢-01
0.471E-01 0.44646E-01
0.254E-01 0.256E-01
0.476
©0.000E400 0.000E+00
0.000E+400 0.,000€ +00
0.000E400 0.000E+00
0.000€E+00 0.000£4+00
0.169E-01 0.000E400
+206E-01 0.164E-01
0.221€-01 0.189€£-01
0.231E-01 0.21BE-0Q1
0.132€-01 0.132e-01
0.000£400 0.000€+00
0.000E+00 0.000E+400
0.000E400 0.000E+400
0.000E t00 0.0Q0E+00
0.355E-01 0.0Q0€E+00
0.434F-01 0.345E-01
0.464E-01 0.396E-01
0.485E -01 C.459€-01
.0.277E-01 0.277€-01
0.499
0.CN0E+00 0.000E+00
0.000F +00 17.000F 400
0.,000E +00 0.000t +0n0
0.700F +00 7.000¢€ 400
D171t -01 5.020€400
0.208t -01 0.1654E 01
0.,2787€ 01 C.04t ‘01
0.2%1F -01 0. 58E-01
0.1900 01 21501 01
0.0GOE +00 0.000E400
0.0G00k +00 O.0008 4100
LONVICTIR X ¢ 10} 0.0 +N0

0.000£ 400
0.000F +00
0.000E+00
0.000E400
G.000L+00
0.000FE +00
01238 -01
0.142¢ Ot
0. 118F N

0.000F 400
0.700t t00
O OGO OO

0.200E+00
0.000E+00
0.000£E4+00
0.539€-02
0.475E-02

0.000E+00
0.000€400
0.000E+00
0.000€4+00
0.000E+00
0.000E+00
0.000E 00
0.117€-01
0.10%€-01

0.218

0.000E+00
0.000E+00
0.000E +00

0.000E400

0.000€ +00
0.000E 400
0.000E4+00
0.583£-02
0.543E-02

0.000E +00
0.000€E+00
0.000E400
0.00CE400
0.000£400
0.000E+00
0.00CE4+00
0.123E-01
0.114E-01

0.242

.0LuEL00
0,000t 400
N.00CEL 00
0.00OE+20
D.CL.E400
0.000t +00
N, GE 400
0.6 3LE DY
C.A178 02

0.000E+00
0.0.01 +00
0.0 08 100

0.000E 400
0.000& +00
0.000E+00
0.000E400
0.226K -02

0.000€+00
0.000€E400
0.000E 400
0.000£ +00
0.000€E+00
0.000E+00
0.000€400
0.000E+00
0.501£-02

0.000£+00
0.000E +00

0.000E+00

0.000E+00

0.000€ 400
0.000E+00
0.000€E+00
0.000E+00
0.259t-02

0.000£ 400
0.000E +00
0.000E+00
0.000K 400
0.000E+00
0.G00E+00
2.000E +00
0.0,0E +00
0.544E-02

0.000F t00
2.00CE+00
0.02CE*0D
«NOOF +30
. C00E 400
. GOOE 100
R X
9.000F ¢ "0
PSR S

& e

DO

>

0.000F +00
0,100t +00
D ONGE 400
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2450
2660
2670
2680
2690
2700
2710
2750
2760
2770
2780
2790
2800
2810
2820
2830
2840
2850
2860
2880
2890
2900
2910
2920
2930
2740
2950
2960
2970
2980
Jozo
RORTY
3040
3050
3040
3070
3zgo
3090
3100
3110
3120
3130
5170
3160
3170
5120
j190
3200
35
3200

1230 ...

1240

250
3.70
3300
It10

PAGE 3

0.347€-01
0.424E-01
0.448€-01
0.498E-01
0.450£-01
0.267E-01

FRACTION VESTED EQUALS

0.000E +00
0.000E+00
0.000E+00
0.171E-01
0.209E-01
0.238E-01
0.262€-01
0.238BE-01
0.146E-01

0.000E+00
0.000€E+400
0.000E+00
0.328€-01
0.401E-01
0.457E-01
0.503E-01
0.457E-01
0.280E-01

FRACTION VESTED EQUALS

0.000E +00
0.000£ 400
0.000E+00
0.1354E-01
0.192€-01
0.23BE-01
0.279€-01
0.270E-01
0.161E-01

0.000E+00
0.000E+00
7.000E+400
G.2A4E (01
0.354E -01
C.,A439F-01
a.514EL 01
0.498F -U)
0.0277€-01

FEACTINON VESTED FOUALS

0.000E+00 0, 000E+00 0. 440E-01
0.000E400 0.000E400 0.424E-01
0.000€E+00 0.,000E+00 0.476E-01
0.000E+00 0.000E+00 0.339E-0t
0.000E+00 0.000E+00 0,400E-0t
0.000E+00 0.0COE +00 0.234E-01
AVERAGE AGE EQUALS 45
ACTIVEPARTICIPANTS!

0.418€-01 0.000E+00 0.000E+00
0.493E-01 0.238E -01 0.000E+00
0.342E-01 0.331E-01 0.161E-01
0.318E-01 0.335E-01 0.217€-01
0.328€E-01 0.334E-01 0.209E-01
0.240£-01 0,327€-01 0.253E-01
0.222E-01 0.299€-01 0.284€£-01
0.155E-01 0.199E-01 0.211€-01
0.856E-02 0.119€E-01 0.129€-01
SEPARATED VESTED PARTICIPANTS!?
0.000E+00 0.000€+00 0.000E+00
0.000E+00 0.000€400 0.000E+00
0.000E+00 0.000E +00 0.309€ -01
0.000E+00 0.000E+00 0.416E-01
0.000E+00 0.000E +00 0.401E-0t
0.000E +00 0.000E+00 0.485E-01
0.000E+00 0.000E+00 0.3545€-01
0.,000E +00 0.000E+00 0.405E-01
0.000E+00 0.000E +00 0.24B€-01
AVERAGE AGE EGQUALS 44
ACTIVEPARTICIFANTS?

0.418E-01 0. 000E+00 0.000E+00
0.4.3E-01 0.204€-01 0.000E 400
0.300E-01 0.289€-01 0.141€ -01
0.287E-01 0.302€-01 0.193€-01
0.301€E-01 0.308E-01 0.1926-01
0.240E-01 0.3276-01 0.253E-01
0.236E-01 0.318E-01 0.307E-01
C.176E-01 +225€-01 .240E-01
0.742E-02 0.131E-01 0.147E-01
SEFARATED VESTED PARTICIFANTS:
C.GQO0E+00 0.000F 400 G.GOUSE+00
0.0CCE+00 0.000E+G0 0.00GEOC
0.6COE+00 0.,000F +00 0.260F-01
P, L0400 C.UGOF +00 0. ¥6NE- 01
4.0 0E 400 0.000L+CO n.3%4k -01
T GE 00 0.0 U0 0La6458 01
Lo G0E 00 5,600 46O GoULAE-OL

vi0F +GO Gaunot 100 1 AACE -0
‘., GOOE +00 TLO00F VGO 0.4 1E-01
AVERAGE AGE rNUALS 47
CLTIVEFARTIE IF AT

B S Y | St 40t ot L0

0.C00F 100

0.000£400 0.000E+00 0.000E+00
0.343E-01 0.000E+00 0.000E400
0.418€E-01 0.333t-01 0.000E+00
0.479€-01 0.409E-01 0.248E-01
0.303€-01 0.477€-01 0.326€E-01
0.301E-01 0.301E-01 0.236E-01
0.521 FRACTION OVER AGE 55 EQUALS
0.000E +00 0.000E+00 0.000E+00
0.000E+4+00 0.000E+00 0.000E+00
0.000E+400 0.000E+00 0.000E +00
0.000E+00 0.000E+00 0.000E+00
0.169E-01 0.000E+400 0.000E +00
$ 2226-01 0.177€-01 0.000E+00
«252E -0t 0.215€E-01 0.130€E-01
0.2646E-01 0.252E-01 0.172c-01
0.1656-01 0.163E-01 0.129€-01
0.000E+00 0.000E+00 0.000E+00
0.000E+00 0.000€ +00 0.000E +00
0.000E+00 0.000€ +00 0.000E+00
Q.000E+00 0.000E+00 0.000E +00
0.324E-01 0.000F. +00 0.000E+00
0.426E-01 0.339e-01 0.000L+00
0.484E-03 0.413E-01 0.250€£-01
0.511E-01 0.484£-01 0.330£-01
0.316€-01 0.3146E-01 . 248E-01
0.542 FRACTION OVER AGE 55 EQUALS
0.000E+00 0. 000E +00 0.000E400
0.000E+00 0.000E+00 0.000E +00
0.000E+00 0.000E+00 0.000E+00
0.000€E+00 0.000E400 0.000E+00
0.155C-01 N.0J0E400 C.000E+00
0.222€-01 Q.177e-01 0.000E100
«268E -01 0.229€-01 0.138E-01}
0.302f -01 0.28B6E-01 0.195€-01
0.1R1E-01 0.1B1E--01 0.1426-01
0.00GE +00 0.200F +00 0.000E+00
H.0Q0E+0NH 0.709£400 0.000E+00
0.000E 400 0,00GF +00 0.000L+00
0.000F 00 0.0C0GL +00 LLuN0F 400
0.094F 01 0.00GE+70 4. 000F $00
0.41CE-vi 0.3.6k-01 ., 0007 4G0O
0.4%4F G.A228- 01 GomSE-01
0,555 U1 2.9270 9N 1. 3608 01
0. 3134F 01 0.335¢8 01 0,638 -01
0.564 FEALTION NUER AGE % FOUAL G
0.00601 t:0 0.000E 00 0. 0001 #00

0,000€+00
0.000E +00
0.000£+00
0.000E+00
0.127€-01
0.124E-01

0.260

0.000E+00

0.000E+00
©.000t+00
0.000E100
0.000E+00
©0.000€400
0.000E+00
0.673E-02
0.679€-02

0.000E+00

0.000E4+00
0.000€ +00
0.000E400
0.000E40)
0.000E+00
0,000E400
0.129£-01
0.130e-01

0.291

0.000K +00

Q.00CEFNO
0.000E+D0
0.000E+20
3.000 +00
0.000E+00
0.00Q0f + 00
0.763F -02
O.747F -02

J.CO0F +00

0.000€t00
-LO0EHOC
LLODE YOG
DO IN0E QD

A0

S ran
Geon B 01
G A0k -1

D100

0t . e

0.000€E+00
0.000£+400
0.000E+00
0.000E+00
0.000£+400
0.3590€-02

0.000E+00
0.000E +00

0.000E +00

0.000E +00

0.000E+00
0.000€+00

0.000E+00
0.000E+00
0.324E-02

0.000€¢00
0.000E +00
0.000E4+00
0.090€+00
0.000¢ 00
0.CUCE +00
0.000€+00
0.000E+00
0.621E-02

D.000E +30
0.000E+00
0.000E +00
0.000E +00
0.000E +00
0.000E+00
0.000£400
0.000GF +00
0.354F 02

2 300 L0
R L N o)
COQFE 00
DR 00
0,208 00
‘L
‘

PRI IO
AR
ERVISEN 3 ALY

ATE

OGO F00

..L E..



3320
3330
3340
3350
3360
3370
3380
3390
3400
3420
3430
3440
3450
3440
3avo
3480
3490
3500
3510
3520
3560
3570
3580
3590
1600
3610
3620
34630
3640
3650
35660
31670
3490
3’00
3710
3720
3730
3740
3759
3760
3770
3780
37946

IB3G
3840
3850
2860
3370
3880

3890

376G
39210
31920
3430
3740

3760

0.356E-01 0.171E-01 0.000€E400
0.2460E-01 0.251E-01 0.122€-01
0.257€-01 .271€E-01 0.176E-01
0.304E-01 0.311E-01 0.194E-01
«260E-01 0.355E-01 0.274€-01
.253E-01 0.340E-01 0.323E-01
0.188€-01 «241€-01 0.256E-01
0.952€-02 0.132E-01 0.144E-01
SEPARATED VESTED FARTICIPANTS:
0.000E+00 0.000E+00 0.000E£+00
0.000E+400 0.000E+00 0.000E+00
0.000E+00 0.000E+00 .217E-01
0.000E+00 0.000€E+00 0.311€E-01
0.000E+00 0.000E+00 0.344€-01
0.000E+00 0.000E+00 0.484E-01
0.000E+00 0.000E+00 0.573E-01
0.000E+00 0.000E+00 0.455E-01
0.000E +00 0.000F +00 0.25%E-01
AVERAGE AGE EQUALS 49
ACTIVEPARTICIPANTS:
0.209E-01 0.000E+00 0.000£ 400
0.352E-01 0.170E-01 0.000F +00
0.257€-01 0.248E-01 0.121E-01
0.,223€-01 0.,235E-01 0.152¢-01
0.301E-01 0.308E-01 0.192€-01
0.257E-01 0.351E-01 0.271€e-01
0.264E-01 0.355E-01 0.337€-01
0.196E-01 0.252E-01 0.268E-01
0.103E-01 0.143E-01 0.155€E-01
SEFARATED VESTED FAKTICIPANTS!
0.000E+00 0.000€£400 0.000E+00
0.000F +00 0.000F 400 7.000E +00
0.000E +00 0.000E +00 0.209E-01
N.000E+00 0.060E 490 0.263£-01
0.000E+400 0.000E+00 0.3328-01
0.G00E+00 0.000E+00 0.469E-01
0.0C0E+00 0.000E+00 0.504€ 01
0.000E+00 0.000£+00 0.448E-01
0.N00E+0D 0.009E 400 2.067E-01
AVFRAGE AGE FRUALS 49
ACTIVEFARTICIFANTS!
0.104Ek -01 0.000f +020 N.0GOE+00
D.0HOE 01 0,136 -Ct L OOE YO0
¢ 14£- 01 0.2078-91 1. 101801}
L2238 -01 H.03%5 0t 1N E0)
0../4t -01 0.780f 01 PRI I A |
G, - 01 Oudnte o1 AR | S
Q.273E-21 [CPRPR 1 SRS ] LIS SR |
0.2176:-91 [CNNAA BR | NL.296E 01
0.111F -01 0.15%F o1 ,14ar-nt
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0.000E+00
0.000E+00
0.13BE-01
0.194E-01
0.258€-01
0.298E-01
0.28%E-01
0.162€-01

0.000E +00
0.000E+00
0.000£400
0.246E-01
0.344E-01
0.458€-01

0.52°€-01
0.512¢-01
0.288E-01

FRACTION VESTED EQUALS

0.000E+00
0.000E+00
0.000F +00
0.120€-01
0.192€-01
0.2556-01
0.317€-01
0.302¢-01
0.175L-01

0.000E +00
0.000E+00
0.000E+00

.208€ 01
0.332E-01
0,44 E-01
0.339E -01
0.522t -01
0.304F -01

FRACTICN YESTED FOUALS

SEEACATED VELTED FART L JT A

7.000F 00
Q. 0r L0
DO N0
oot
Tarsar Gt
SV B R
kol 01
D.3UAE -0
N.1ver 01

0.000E4+00 0.000E400 0.000E+00
0.000E400 0.000E+00 0.000E+00
0.000€E400 0.000£400 0.000E+00
0.1357€e-01 0.000E400 0.000E +00
0.241E-01 0.192€-01 0.000E+00
0.287E-01 0.245E-01 0.148E 01
0.373E-01 0.306€E-01% +209E-01
0.183E-01 0.183E-01 0.144E-01
0.000E400 0.000€+00 0.000E400
0.000€400 0.000E4+00 0.000E+00
0.000E4+00 0.000E+00 0.000E +00
0.000£400 0.000E100 0.000E +00
0.278£-01 0.000E+00 0.000F +00
0.427€-01 0.340E 01 0.000€+00
0.309E-01 0.435€-01 0.263E-01
0.573€-01 0.542 E-01 0.371E-01
0.325E-01 0.325€-01 0.255E-01
0.578 FRACTION QUVER AGE 55 EQUALS
0.000E400 0.000E+00 0.000E+00
0.000E+00 0.,000E+00 0.000E +00
0.000E 400 0.000E 100 0.000E400
0.000E +00 0.000E+00 0.000E+00
0.153E-01 0.000E100 0.000£ 400
0.238£-01 0.190E-01 0.000E+00
0.300E-01 0.2356E-01 0.155€E-01
0.337e -01 0.319€-01 0.218€-01
0.1798t -01 0. 198E-01 0.155E -01
0.000E+00 0.00Q0E+00 0.000E+00
0.000F +00 0.000E+00 0.000t 400
0.000E+00 0.000E4+00 0,000E+400
0.000t $00 N.000L 100 0.000E+00
0.2468F-01 0.000E+00 9.00GE+00
0.412£-01 0.328E-01 0.000E+00
0.517¢ -01 0.443E£-01 0.748E 01
0.584E -01 0.553E -01 0.5 ’8BE-01
0. 342801 0,343 -01 D089 01
0.600 FROAUTION OVER AGE 0% JUAC
0.GOCE+00 C.0008 100 VL OO0E400
D.060F +00 D000 o anGE 00
2.0000 400 0.2000 490 CLON0EHO0
0.0 400 G.C0Or +n0Q O 0 GEHOU
oty of [SNVToTH) G sol o B ROO
(O T BOS | [P AVI S | [CRrLT o B 1
Co3td 21 welhSt 01 oL ta it 9y
0. 373 01 0. 8538 01 (AL S | D]

0.5 01

0.1 91

0160 01

0.000E+00
0.000E+00
0.000E+00
0.000E+00
0.000€+00
0.000E+00
0.81/E-02
0.754F-02

0.000€400
0.000£ 400

0.000€+00

G.000E+00

0.000E400

0.000F. 400

0.000F +00
0.145E-01
0.134E -01

0.323

0.000E+00
0.000€E400
0.00CE U0
0.000£+0Q
0.000E+0Q0
0.000€ 400
0.000E+00
0.853E-02
0.815E-02

C.20CE+00
0.000€ +00
0.,000E+00
0.002E+€0
G.000L 100
0.0C0t 400
0.000t 100
0.143t 01
2.14°: 01

TR I

S0t Fdng
Loy a0
D.9G0E 100
OGO OO
VIR IE A ST
Ve 450
[N TR ]
N.9a3 02
OLHAY Y

0.0C0E+00
0.000E+00
0.000E+00
0.000€+00
0.000E +00
0.000E+00
0.000E+00
0.360E-02

0.000F 400
0,000E400
0.000E +00
0.000E+$00
0.000E +00
0.000€E+00
0.000E+00
0.Q00E +00
0.638F 02

0.200€ 100
0.000E +00
0.040% 400
2.000L +0O
0.000€+00
0.000E +00
0.000E+00
0.000€£400
0.388EF -GC

0.CI0E+00
0.000E 00
D.0908400
G E400
L OERDG
D2.UCNFE OO
2.0G0EY00
C.OOOEINO
FRE R DY

PR R TH
R Y
(7] SLOT SR PL 6

BN T

N

_.8 E..



3970
3980
3990
4000
4010
4020
4030
4040
4050
4060
4100
4110
4120
4130
4140
4150
4160
4170
4180
4190
4200
4210
4230
4240
4250
4260
4270
4280
4290
4300
4310
4320
4330
4370
4380
4390
4400
4410
4420
4430
4440
4450
4440
4479
4280
4500
4510
4520
aL10
45,40
4',50
45469
520
4580
4,70
4400
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0.000E+00
0.000E400
0.000E +00

0.
0.
0.

199€E-01
290E-01
424E-01

0.544E-01

0.
0.

553E-0t
3taE-01

FRACTION VESTED EQUALS

0.000E+00

0.
0.
0.
0.
0.
0.
0.
0.

000E +00
000E+00
104E-01
176E-01
258€E-01
348€-01
333e-01
192€E-01

0.000£400

0.
0.
0.
0.
0.
0.

000E +00
000E+00
168E-01
285E-01
417€E-01
5463E-01

0.571E-01

0.

311€-01

FRACTION VESTED EQUALS

0.000E400 0.000€+00 0.000E+00
0.000E+00 0.000E+00 0.000E +00
0.000E+00 0.000E+00 0.167€-01
0.000E+00 0.000E+00 0.232€-01
0.000E£+400 0.000E+00 0.290£-01
0.000E +00 0.000E+00 0.450€-01
0.000E+00 0.0Q0E+00 0.589E-01
0.000E+00 0.000E+00 0.491£-01
0.000E+00 0.000E+00 «279€ -01
AVERAGE AGE EQUALS 50
ACTIVEPARTICIFANTS?

0.000E400 0.000E+00 0.00Q0£+00
0.285E-01 0.1376-01 0.000E +00
0.173E-01 0.147€ -0% 0.815€-02
0.193E-01 0.203E-01 0.132€-01
0.277e£-01 0.283€-01 0.176E-01
0.260€-01 0.353&-01 0.274E-01
0.295E-01 0.397€-01 0.377€-01
0.230E-01 0.295E-01 0.313E-01
0.113E-01 0.156E-01 0.170E-01
SEPARATED VESTED PARTICIPANTS:

0,000€£400 0.000E+00 0.000E+00
0.000E +00 0.000E +00 0.000f +00
0.000E+00 0.000E +00 0.132e-01
0.000E+00 0.000E +00 0.213£-01
0.000E+00 0.000E+00 0.2035£-01
0.000E+00 0.000¢ +00 0.443€-01
0.000E+00 0.000E+00 0.609€-01
0.000E400 0.000E+00 0.507E-01
0.000E+00 0.000E+00 0.275€-01
AVERAGE AGE EQUALS 51
ACTIVEPARTICIPANTS!

0.000E+00 0.000E +00 0.000E+00
0.212£-01 0D.107€ -01 0.000E4+00
0.171€-01 0.165E£-01 0.806E-02
0.159E-01 0.168E-01 0.109E-01
0.246E-01 0.252€-01 0.157€-01
0.257e-01 0.351E-01 0.271€-01
0.306E-01 0.411E-01 0.391€£-01
0.248E 01 0.318E-01 G. 338F-01
0.170E-01 0.167€-C1 0.131F -0}
SEFARATED VESTED FARTICIPANTS?

0.000FE+00 0.000F+90 0.1GOE+D0
0.000E+00 0.000CE+0D 0. 000400
0.000€ 400 C.OGOL$C0 0.127¢ 0%
0.G00F +00 a0 407 0171801
0.000E400 TLOO0L 00 0.247€-01
0.000F +00 0.0600F 400 0.427F 01
0.000t +00 G.000F 400 0.614F 0}
0.000F +00 0.0UunNt +00 0.533 01
0.0D0F +00 NLHDnE 00 7.78AF N1

0.000E+00
0.
2.
0.
0.
0.
0.
0.
Q.

000E+00
000FE +00
857€-02
157€-01%
25%5E-01
361FE 01
381€ - 01
205E-01

0.N00F +00
C.

.

0T0E 400
090K + 50

0.13LFE-01

2.
0.

JA7E 01
402E -0t

C.T68E-01

0.
0.

&00F - 01
103 01

0.000E+00 0,000E+00 0.000E400
0.000E+00 0.000E+00 0.C00E+00
0.000E+00 0.000E+00 0.000E+00
0.000E+00 0.000E+00 0.000€E+00
+234E-01 0.000E+00 0.000E+00
0.393€-01 0.313€-01 0.000€+00
0.524E-01 0.447e-01 0.270E-01
0.619E-01 0.586E-01 0.400£-01
0.356£-01 0.3546E-01 0.279€E-01
0.618 FRACTION OVER AGE 55 £0UALS
0.000E +00 0.000£400 0.000E+00
0.000E400 0.000€E+00 0.000t +00
0.000€E+400 0.000E +00 0.000E+00
0.000E+00 0.000€400 0.000£400
0.142€-01 0.000E+400 0.000E+00
0.241£-01 0.192€-01 0.000E +00
0.335e-01 0.286E-01 0.173E-01
0.395E-01 0.374€-01 0.255€-01
0.217€-01 0.217¢-01 0.170E-01
0.000£+00 0.000£ 400 0.CO0E+00
0.000E +00 0.000E+00 0.000E +00
0.000E +00 0.,000E400 0.000E+00
0.000E 100 0.000E+00 0.000€£400
0.230€E-01 0.000E+00 0.000E+00
0.389€E-01 0.310E-01 0.000€ +00
0.541E-0t 0.462€-01 0.280£-01
0.4638BE-01 0.605E-01 0.413E-01
0.351€-01 0.351E-01 0.275E-01
0.635 FRACTION OVER AGE 0I5 EQUALS
0.000E+00 0.000E+00 0.000£4+00
0.000E +00 0.000L+00 2.000E+00
0.000L+00 0.000E+00 0.000E 400
0.000E+00 0.000£+400 0.000E+00
0.127€-01 0.000E+00 0.000E400
0.238E -01 0.170E -01% 0.000E +00
0.347E-01 0,294t -01 0.1.96£-01
0,4246E-01 G.404E-01 0.76E-01
0.231E-014 <231E-01 0.191F-01
6.,000E 400 0.000F +00 0.0G00E+00
0.000E+00 0.000E +00 0.000E+00
0.000¢ +00 0.0008 400 0.D00E+0C
0.060F 400 0,600 100 1 OD0E $00
0.2006 01 0.000t +00 0.000E 400
¢G.375L 01 02798 01 7.000L +00
0.54/t 01 0.467€ 01 0..,32E 01
C.671E -0 0.634F 01 0.434¢ 01
0.364F O} 0.364F N1 6..0080 01

0.000E+00
0.000E400
0.000E+00
0,000E+00
0.000€400
0.000€£400
0.000E+00
0.157€-01
0.146E-01

0.368

0.000E +00
0.000E+00
0.000E400
0.000€+00
0.000E+00
0.000E+00
0.000E+00
0.998E-02
0.892£-02

0.000E+00
0.000E+00
0.000€E+00
0.000€ +00
0.000E+00
0.000E+00
0.000E+00
0.161E-01
0.144F-01

0.3%96

0.000E+00
0.000E+00

0.000E+00

0.000E+400C

0.000E400
0.000F +00

0,0001 40

0.108t -01

0.75%1t -02

0.000RCO
0.000f +00

0.9500F +00

Do OF 15O
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0.000Et00
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G.000E+00
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©0.000£ +00
0.000E +00
0.425E-02
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0.J00€ 400
¢ .000E 400
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0.000E +00
0.000E+00
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N.438E-02
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4640 AVERAGE ABE EQUALS 32
4430 - ACTIVEPARTICIPANTS!?

4660
4870
4600
4690
4700
4710
4720
4730
4740
4750
4770
4780
4790
4800
4810
4820
4830
4840
4850
48460
4870
4910
4920
4930
4940
4950
49460
4970
4980
4990
5000
5010
5020
5040
5050
3060
5070
5080
5090
5100
Stt0
5120
5130
5140
5180
5190
5200
3210
9220
230
5240
9250
060
270

PAGE 8

FRACTION VESTED EQUALS

0.000F +00
0.000€ +00
0.000€400
0.685E-02
0.140€-01
0.255E-01
0.377e-01
0.397€-01
0.219£-01

0.000E+00
0.000E+00
0.000E400
0.1046E-01
0.216E-01
0.394E-01
0.583E-01
0.613E-01
0.339E-01

FRACTION VESTED EQUALS

0.000E+00
0.000E+00
0.000€+00
0.509E-02
0.121E-01
0.233€E-01
0.390E-01
0.424£-01
0.217€E-0%

0.000£ +00
0.000€+00
0.000E400
0.776E-02
0.184E-01
0.386C 01
0.595E -01
0.648E-01
J.331E-01

FRACTION VESTED EQUALS

0.000E+00 0.000£+00 0.000E +00
0.2126-01 0.102€-01 0.000€+00
0.128E-01 0.124E-01 0.605E-02
0.127E-01 0.134E-01 0.849€-02
0.219€e-01 0.224E-01 0.140E-01
0.257e-01 0.351E-01 0.271E-01
0.320€-01 0.430E-01 0.408E-01
0,259€-01 0.332e-01 0.333E-01
0.128£-01 0.179E-01 0.194E-01
SEPARATED VESTED PARTICIPANTS:
0.000E+00 0.000E+00 0.000E+00
0.000E400 0.000& +00 0.000E4+00
0.000E+00 0.000E+00 0.934€-02
0.000€E+00 0.000€400 0.134E-01
0.000£4+00 0.000E+00 0.216€E-01
0.000E+00 0.000E+00 0.419€-0t
0.000€£400 0.000€+00 0.4631€-01
0.000£+00 0.000E+00 0.3544E-01
0.000L+00 0.000€+00 0.300E-01
AVERAGE AGE EDUALS 53
ACTIVEPARTICIPANTS?

0.000E+00 0.000E+00 0.000E 400
0.209€-01 0.101€-01 0.000€E+00
0.127£-0t 0.123E-01 0.599€-02
Q.944E-02 0.996E-02 0.645E-02
0.190€-01 0.194€-01 0.121E-01
0.254£-01 0.347€-01 0.2688-01
0.330€-01 0.444E£-01 0.422E-01
0.276E-01 0.355€E-01 0.377e-01
0.127€-01 0.177e-01 0.192£-01
SEPARATED VESTED PARTICIFANTS:

0.CGOE+00 0.000E +00 0.000E+00
0.000E+00 0.000E 400 0.000E +00
0.000£+00 0.000E+00 0.914E-02
0.000£E+00 0.000E400 0.985E-02
0.000€400 0.000€+00 0.184€-01
0.200E400 0,000E+00 0.40%F-21
0.000£400 0.000E+00 0.4£44E-01
0.CO0E+00 0.000E400 0.57%-01
0.000E£+00 0.000E+00 L2948 -01
HUERAGE AGE EQUALS S4

ACTIVEPARTICIFANTS?

2.000E 400 0. 000E+70 2.GU0E400
2. 214801 2.103t -0t N.00GF +0¢
G346 02 0.836F-02 G.807E-02
0.484E-02 N.A78F 02 0.437€ GL
0.1466E- 01 0.170t-01 0.106E-01
0.260F Of 0,355t -01 0.J1/74E 01
0.33°F -01 0.4%4L 01 O.411F 0}
0.2%1t 0t 0.8/ -01 O.399F -0

. 000k +00
C.O00F +00
v DGO 1IN
0.344F 02
0.106F -01

258E-01
Q. 598F 01
3.A49F - 01

0.647

0.000€400 0.000E +00

0.000€£400
0.000E+00
0.000F +00
0.113£-01
0.238€-01
0.3463E-01
0.444E£-01
0.248E-01

0. 0Q0E+0
0.000€400
0.000E400
0.000E+00
0.174E-01
0.348E-01
0.560E-01
0.686E-0%
0.382£-01

0,655

0.000E+0O
0.000E +00
0.000t +00
0.000E+00
0.977€-02
0.234E-01
0.375e-01
0.475€-01
0.245€-01

0.000E+0!
0.000t +00
0.000E+00
0.000E+00
0.149E-01
0.340€-01
0.572€-01
0.724E-01
0.374€-01

0.666

0.000E+0
0.000L 400
0.000t +00
0.000E +00
0.95%k 02
0.241€ 01
0.383F 01
0.502t 01

0.000E+00
0.000£ +00
0.000£+00
0.000E400
0.190E-01
0.310E-01
0.420E-01

. 248€-012

0 ©0.000E+00
0.000E+00
0.000€E+00
0.000€400
0.000E+00
0.293€-01
0.479€-01
0.54%€E-01
0,382€-01

FRACTION OVER AGE 53 EQUALS

0.000E+00
0.000E +00
0.000E +00
0.000E400
0.000€ +00
0.000E+00
0.1687€E-01
0.287€-01
0.194E-01

0.000£E400
0.000€ +00
0.000€ 400
0.000E+00
0.000E+00
0.000€ 400
0.289€-01
0.444E-01
0.300€-01

FRACTION OVER AGE 53 EQUALS

0 0.000E +00
0.000£+00
0.000€ 400
0.000€E+00
0.000E+00
0.188€-01
0.320F-01
0.449E--01
0.245E-01

0 0,000&+00
0.000LE+00
0.000E+00
0.000E+00
0.000£400
0.284E-01
0.489E-01
0.4868 01
0.374E-01

0.00G0E+00
0.000€ +00
0.000€400
0.000E+00
0.000€ +00
Q.000E400
0.174£-0t
0.307e-01
0.192E-01

0.000E+00
0.000E+00
0.000E +00

0.000F +00
0.,000E 400

0.000F 400

0,293E-01

0.,449E - 01

0.294E -

FRACTION OVER AGE S5 FalalL’
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0.000E+00

0.000E+00
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0.000E+00
0.000E+00
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0.000E +00
0.000E+00
0.000E+00
0.000E+00
0.750E-02

2.000€+00
0.000€ 400
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0.000E+00

0.000£+400
0.000F +00
0.000E +00

0.000E t00
0.481E 02
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5280
5290
3310
5320
5330
3340
5350
5360
5370
5380
5390
5400
5410
5450
54460
35470
5480
5490
5500
5510
5520
5530
5540
5550
5560
5580
5590
3400
5610
5620
5630
5640
5650
5660
5670

PABE 9

0.222€-01

0.000£+4+00
0.000E+00

0.000E 400

0.520E-02

0.159€-01
0.387e-01
0.597€-01
0.474E-01
0.333E-01

FRACTION VESTED EQUALS

0.130E-01 0.181E-01 0.194€E-01
SEFARATED VESTED PARTICIFANTS:
0.000£400 0.000E+00 0,000E400
0.000£400 0.000€E+00 0.000E400
0.000k +00 0.000E+00 0.612E-02
0.000£+00 0.000E+00 0.639€-02
0.000E+00 0.000€ 400 0.159E-01
0.000E400 0.000E+00 O.411E-01
0.000E+00 0.000E400 0.647E-01
0.000E+00 0.000E+00 0.359%E-01
0.000€E+400 0.000E+00 0.295€-01
AVERAGE AGE EQUALS 53
ACTIVEPARTICIPANTS:
0.000£4+00 0.000E4+00 0.000E+00
0.212€-01 0.102E-01 0.000E+00
0.837E-02 0.827€-02 0.403£-02
0.319€-02 0.333€-02 0.217€-02
0.137E-01 0.140€-01 0.872E-02
0.257e-01 0.3S1E-01 0.271E-01
0.347E-01 0.448E-01 0.444E-01
0.300E-01 0.383€-01 0.409E-01
0.137e-01 0.191€E-01 0.207e-01
SEPARATED VESTED FARTICIPANTS:?
0.000E+00 0.000E+00 0.000E+00
0.000£400 0.000E+00 0.000€+00
0.000€ +00 0.000€+00 0.598€-02
0.00Q0E+00 0.000€400 0.322e-02
0.000E+00 0.000E+00 0.129€-01
0.000E+00 0.000E+00 0.402€-01
0.000E+00 0.000E +00 0.659€-01
0.000€+400 0.000£+400 0.607€-01
0.000E+00 0.000E +00 0.307€-01

0.000E+00
0.000£+00
0.000E+00
0.171E-02
0.872€-02
0.233E-01
0.410€-01
0.461E-01
0.234E-01

0.000E+00
0.000E +00
0.000E+00

0.234€-02
0.129€-01
0.379€-01
0.608t -01
0.46B83E-01

0.347E-01

0.250£-01 0.250E-01 0.1946E-01
0.000E+00 0.000€ +00 0.000£+00
0.000E+00 0.000E400 0.000E400
0.Q00£+00 0.000E+00 0.000E+00
0.000E+00 0.000E+00 0.000€£400
0.128E-0t 0.000E +00 0.000E400
0.361E-01 0.288€-01 0.000€400
0.374E-01 0.491E-01 0.297€-01
0.734€-01 0.714E-01 0.488€£-01
0.376E-01 0.376E-01 0.295€-01
0.674 FRACTION OVER AGE 55 EQUALS
0.000E +00 0.000E400 0.000£+400
0.000£400 0.000E +00 0.000E4+00
0.000€+400 0.000E+00 0.000E400
0.000£400 0.000E +00 0.000E4+00
0.703E--02 ©0.000E+00 0.000E+00
0.238€-01 0.190E-01 0.000€ +00
0.394£-01 0.337€-01 0.204€E-01
0.515€-01 0.488£-01 0.333E-01
0,.264€E-01 0.264€-01 0.207€-01
0.000E 100 0.000E400 0.000E +00
0,000€ +00 0.000E +00 0.000E +00
0.000E+00 0.000€+00 0.000£400
0.000£+00 0.000E+00 0.000£400
0.103€-01 0.000E+00 0.000£400
0.353E-01 0.281E-01 0.000E 00
0.583E-01 0.500€-01 0.302€-01
0.764E-01 0.724€-01 0.494E-01
0.392E-01 0.392€-04 0.307€-01

0.103E-01%

0.000E400
0.000E +00
0.000£ +00
0.000E400
0.000€400
©0.000E+00
0.000€400
0.191E-01
0.154£-01

0. 449

0.000E+00
0.000€+400
0.000E400
0.000E4+00
0.000E400
0.000E+00
0.000E+00
0.130€-01
0.109£-01

0,000E +00
0.000E+00
0.000E+00

0.000€+00
0.000E +00
0.00Q0E +00
0.000E+00
0.193€- 01

0.161€-01

0.491€-02

0.000E400
0.000E+00
0.000€E+00
0.000€E+00
0.000E+00
0.000£400
0.000E+00
0.000E+00
0.737€-02

0.000€+00
0.000£400
0.000€+00
0.000€ +00
0.000E +00

0.000£400
0.000E +00
0.000E+00
0.518E-02

0.000£+400
0.000E +00

0.000E +00

0.000E 400

0.000E+00

0.000E+00
0.000E+00

0.000€E4+00

0.769F -02
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ATTACHMENT 5

WITHDRAWAL TABLES USED WITH EACH INDUSTRY

Industry Code Withdrawal Table
01, 02, 10-25 T-3
03-09, 38 T=5

26-37 T-7



ATTACHMENT 6

THE DISTRIBUTION OF ALL MULTIEMPLOYER PLANS BY NUMBER
OF PARTICIPANTS AND INDUSTRY, 1976

Industry Number of Plans Percentage of Plans
Participant Size Category Participant Size Category
< 10,000 > 10,000 Total <10,000 > 10,000 Total

Mining 0 3 3 0 100.0 100.0
Construction 910 42 952 95.6 4.4 100.0
Manufacturing 267 23 290 92.1 7.9 100.0
Transportation 128 15 143 89.5 10.5 100.0
Trade 107 21 128 83.6 16.4 100.0
Services 150 22 172 87.2 12.8 100.0
Other 47 1 48 97.9 2.1 100.0
TOTALl/ 1,609 127 1,736 92.7 7.3 100.0

1/ The total number of plans and participants in this table differs

T slightly from the totals presented in Table 1 in Part VIII and Tables 1
and 4 in Appendix XIV. The estimates here are based upon adjusted 1976
PBGC premium records while the estimates in Part VIII and Appendix XIV
are based upon the latest available plan data filed with the Department
of Labor under ERISA reporting requirements.

SOURCE: Multiemployer plan universe data based upon adjusted 1976
PBGC premium records.
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ATTACHMENT 7

THE DISTRIBUTION OF ALL MULTIEMPLOYER PLAN PARTICIPANTS

Industry

Mining
Construction
Manufacturing
Transportation
Trade

Services

Other

TOTALl/

BY SIZE CATEGORY AND INDUSTRY,

1976

Number of Participants

Participant Size Category

<10,000 >10,000 Total
0 285,347 285,347
1,216,670 1,205,217 2,421,887
454,387 1,387,572 1,841,959
272,382 1,365,346 1,637,728
268,769 621,445 890,214
291,112 508,196 799,308
86,265 23,307 109,572
2,589,585 5,396,430 7,986,015

Percentage of Participants

Participant Size Category

< 10,000 >10,000 Total
0 100.0 100.0

50. 2 49.8 100.0
24.7 75.3 100.0
16.6 83.4 100.0
30.2 69. 8 100.0
36.4 63.6 100.0
78.7 21.3 100.0
32.4 67.6 100.0

1/ The total number of plans and participants in this table differs

slightly from the totals presented in Table 1 in Part VIII and Tables 1
The estimates here are based upon adjusted 1976

and 4 in Appendix XIV.

PBGC premium records while the estimates in Part VIII and Appendix XIV
are based upon the latest available plan data filed with the Department

of Labor under ERISA reporting requirements.

SOURCE: Multiemployer plan universe data based upon adjusted 1976
PBGC premium records.
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ATTACHMENT 8

DISTRIBUTION OF ALL MULTIEMPLOYER PLANS AND PARTICIPANTS
BY AVERAGE MONTHLY BENEFIT LEVEL FOR RETIREES AND
BY PLAN SIZE CATEGORY, 1976

Plan Size Category

Greater Than

Less Than 10,000 10,000
Average Monthly Benefit Participants Participants All Plans
$ of % of % of
$ of Partici- % of Partici- $ of Partici-
Plans pants Plans pants Plans pants
Less than $ 75 35.1 36.5 24.8 15.0 34.3 22.3
§ 75-5150 32.8 29.0 34.4 36.7 32.9 34.1
$§150-$250 18.8 21.8 26.4 29.9 19.3 27.2
$250-$350 8.5 6.3 9.6 13.7 8.6 11.2
Greater than $350 4.8 6.5 4.8 4.7 4.8 5.3
Total 100.0 100.0 100.0 100.0 100.0 100.0

SOURCE: Data based upon a weighting of the 279 plan sample.
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Plan Size
Category

ATTACHMENT 9

FUNDING STATUS OF VESTED BENEFITS IN ALL MULTIEMPLOYER

PLANS BY PLAN SIZE CATEGORY,

1976

Percentage of Plans

Percentage of Participants

Percent of Vested Benefits Funded

Percent of Vested Benefits Funded

Less than 10,000
Participants

Greater than 10,000
Participants

All Plans

0-24% 25-49% 50-74% 75-100% Total

0-24% 25-49% 50-74% 75-100% Total

8.2 29.6 28.1 34.1 100.0

20.0 44.8 16.0 19.2 100.0

9.1 30.7 27.2 33.0 100.0

SOURCE: Data based upon a weighting of the

10.6 29.6 28.3 31.5 100.0

34.4 42.7 10.5 12.4 100.0

26.3 38.3 16.5 18.9 100.0

279 plan sample.
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APPENDIX XIV

COST ANALYSIS -- RESULTS

The first section of this Appendix describes the
design and selection of the termination screen used to iden-
tify plans in possible financial difficulty. The second
section describes the procedures used to determine the plans
that would be identified by the Level II reorganization test
and the cost to the PBGC of providing financial assistance
to them. Finally, the third section presents a comprehensive
set of PBGC termination and reorganization insurance cost
estimates to supplement the summary estimates in Part VIII.

A. TERMINATION SCREENS

In order to convert projections of guaranteed lia-
bilities into projected PBGC insurance costs, it was neces-
sary to identify the plans in the sample that may terminate
because of financial problems. For this reason, screens
were designed to identify plans in the greatest financial
difficulty. Several alternative screens were developed,
their results were compared, and one screen was selected for
use in the cost analysis.

The screens that were examined rely only on plan
financial and participant characteristics. These screens do
not take into account the level of the benefit guarantee, the
extent of employer liability, or other characteristics that
might be unique to particular industries, localities, or even
individual plans. Thus, the screens can only identify plans
in potential financial difficulty and, in this preliminary
analysis, cannot account for other possible factors that may
affect the decision to terminate.

1. Description of the Screens

The screens presented below were developed to iden-
tify plans facing potential financial difficulty. The ration-
ale for each of them will be discussed in turn.

@ Screen #l: Modification of Screen from PBGC
September Report

To be identified as a possible termination under
this screen, a plan must meet all three of the following
conditions:



(1) Retired + Separated Vested Participants
Total Participants

(2) Assets
Annual Benefit Payments

(3) Cash Flow .
Assets -

> .34;

< 5.6; and

.026.

These three measures are the same as the measures used in

the PBGC's September, 1977 study of multiemployer termina-
tions, but the threshold values of the ratios have been
changed. Each of the three thresholds was set so that each
was equally severe in identifying plans with potential
financial hardship. This was accomplished by requiring

that each ratio identify an equal number of plans out of the
279 plan sample using 1976 plan data reported under ERISA
reporting requirements. After examining alternative sets of
thresholds where each set met this "equal severity" con-
straint, the threshold levels shown above were selected.

When the three conditions were applied in combination to 1976
plan data, less than three percent of all plans failed the
screen. This screen identifies plans with a large proportion
of retirees, low assets relative to benefit payments, and low
cash flow relative to assets.

® Screen #2: Contributions Supporting Retirees

To be identified for possible termination under
this screen, a plan must meet the following two conditions:

(1) Retired + Separated Vested Participants 34: and
Total Participants Z .24 a

(2) Normal Cost
Total Contributions

< .225,

This screen identifies plans in which a large pro-
portion of the annual contribution is required for the fund-
ing of benefits of currently retired and separated vested
participants, rather than the future benefits of active
participants. This is usually the case in a plan with a
large percentage of retired and separated vested participants
where normal cost is low relative to the annual contribution.

e Screen #3: Contributions Supporting Retirees
Due to Poor Funding

To be identified for possible termination under this
screen, a plan must meet the following two conditions:



(1) Normal Cost
Total Contributions

(2) Separated Vested + Retired Liabilities
Assets

< .225; and

> 1.75.

Similar to screen #2, this screen also serves to identify
plans where a large proportion of the annual contribution
pays for the benefits of currently retired and separated
vested participants. In addition, it identifies poorly
funded plans.

@ Screen #4: Contribution Supporting Retirees

To be identified for possible termination under this
screen a plan must meet the following single condition:

[(active liabilities) J
(1) Normal Cost + total liabilities X Amortization Payment < g
Contribution -

This screen is designed to identify plans where the
contributions support primarily the benefits of non-active
participants. Under this criterion, the numerator approxi-
mates that proportion of the contribution that funds benefits
of active participants. The denominator represents the sum
of the normal cost and amortization payments. When the pro-
portion of contributions for active participants is less than
50 percent, there may be a strong incentive for active par-
ticipants to seek termination of the plan. This criterion
should exclude from possible termination both well-funded
mature plans (with a high proportion of retirees) and poorly
funded young plans (with few assets but also few retirees),
neither of which are likely candidates for termination.

e Screen #5: The September 1977 Screen

This is a screen that was used in PBGC's study of
September 1977 entitled "Potential Multiemployer Plan Liabil-
ities Under Title IV of ERISA." A plan must satisfy all
three of these conditions to be identified for possible
termination under screen five:

(1) Retired + Separated Vested Participants
Total Participants

(2) Assets <
Annual Benefit Payments

(3) Cash Flow
Assets

.50;

5.0; and

.10.

This screen was included in order to provide a basis for
comparison with the results of the earlier study.



2. Choice of Modified September 1977 Screen

Screen #1 was chosen as the screen for the initial
cost analysis. Screens #2 through #4 identified a similar
pattern of plan terminations and unfunded liabilities. How-
ever, Screen #1 is the only screen that relies exclusively
on plan characteristics and not on the actuarial assumptions
used in computing normal cost. Because Screen #1 is the most
straightforward and provides a relatively conservative esti-
mate of potential termination liabilities, it was selected as
the basis for this initial analysis. Subsequent analysis
will focus upon the use of alternative threshold values and
modified screens from those identified above.

The results of applying each screen to the 279 plan
sample and the weighted sample representing the group of all
multiemployer plans is shown below.

COMPARISON OF PLANS AND PARTICIPANTS
FAILING ALTERNATIVE SCREENS

Modified
Sept. 77 Screen Screen Screen Sept. 77
Screen #1 $2 $3 $4 Screen #5
Number of Plans Failing
Screen
e Sample 42 57 45 40 21
e Universe 166 314 184 183 51
Thousands of Participants
Affected
e Sample 1,055 1,065 984 532 366
® Universe 1,258 1,387 1,205 734 439

Because the estimate of the 166 plans assumed to terminate

is based upon a sample of plans, it is possible for sampling
errors to arise. BAn estimate of the potential error indi-
cates that, at the 95 percent confidence level, the number of
plans assumed to terminate could vary by up to + 64 plans.
However, because this potential error arises only among small
plans in the sample, the corresponding error in unfunded
liabilities would be only about + 12 percent.



B. REORGANIZATION TEST AND COST METHODOLOGY

In order to evaluate the reorganization option, it
was necessary to identify those plans that may require
financial assistance during reorganization and to estimate
the cost to the PBGC of that assistance. This section first
describes the test used to identify plans that would meet the
Level II reorganization criterion and then discusses the
methodology used to estimate the cost of reorganization
assistance payments to those plans that require assistance.

1. The Reorganization Test

Plans were assumed to qualify for Level II reorgani-
zation if, at the time the test was applied, plan assets and
expected contributions were not sufficient to pay plan bene-
fits for seven more years. The analysis of whether a plan
would qualify for reorganization was performed for years one
through ten of the projection period using the following
methodology:

e First, in each year, the number of active par-
ticipants and retirees in the plan during each
of the seven following years was estimated.
These estimates were made using linear regress-
ion analysis and were based upon the number
of actives and retirees in the test year and
in the four previous years.

® Second, plan contributions and benefit payments
during each of the seven following years were
estimated. To estimate contributions, the
number of actives in each year (as calculated
in the first step) was multiplied by the
average contribution per active in the test
year. Similarly, benefit payments were
forecast for future years using the projected
number of retirees and the average benefit
payment in the test year.

e Third, in each year, a projection of plan
assets was made based upon the level of assets
in the test year and the projected cash flow.
The cash flows were forecast by using project-
ed contributions, benefits and net earnings
on assets.



e Finally, those plans that were projected
under the methodology above to become insol-
vent within seven years from the date of the
reorganization test were assumed to qualify
for Level 11 reorganization.

Using this methodology to identify those plans in the 279
plan sample which qualified for Level II reorganization, it
was found that all plans qualifying for reorganization were
also identified by the termination screen.

2. The Cost of Financial Assistance During Reorganization

Reorganization financial assistance would be made
only to those plans that become insolvent during reorgani-
zation. Consequently, plans that qualified for Level II
reorganization were analyzed to determine whether they would
eventually require PBGC assistance payments. This section
describes how this determination was made and how the cost of
these assistance payments was estimated.

All plans identified by the Level II reorganization
test over the 1l0-year forecast period were divided into two
groups: those which first required assistance during the
initial ten years, and those which first required assistance
sometime after Year 10. All plans projected to regquire
assistance starting in the first ten years were assumed to
receive it. However, for the group projected to initially
require assistance after Year 10, a subset of plans, where
BLS employment projections indicated an increase in covered
employment, were assumed not to require assistance. This
assumption was made because of the potential for such plans
to improve their financial condition before assistance would
first be required. The remaining plans in the group initi-
ally requiring assistance after Year 10 (i.e., those covering
industries with a projected decline in employment) were
assumed to receive it.

For those plans that required assistance payments,
different methodologies were used to estimate payments dur-
ing years one to ten than during later years. The cost of
reorganization assistance payments for plans projected to
require assistance during the first ten years was equal to
the amount of guaranteed benefits during the period that
could not be funded by the plan. The amount of PBGC assist-
ance was assumed to be equal to guaranteed benefit payments
less projected employer contributions and plan assets, if
any. To estimate assistance costs beyond the tenth year,
the value of unfunded guaranteed benefits in year 10 (which
was the last year of the forecasting model projection), less
the present value of continued employer contributions for 10
more years was calculated.



For plans initially receiving assistance during the
first 10 years, the estimated assistance cost was discounted
from year 10 to Year 1 of the forecasts. For plans first
receiving assistance after year 10, this cost was discounted
from the first year the plan required assistance to Year 1 of
the forecasts. Annual premium requirements were estimated
using a 20-year amortization period to correspond approxi-
mately with the period over which the reorganization liabil-
ities were first incurred.

Finally, total program costs for reorganization in
conjunction with benefit guarantees for terminating plans
were estimated by combining costs as follows:

e For plans assumed to terminate but not assumed
to qualify for Level II reorganization, their
termination liabilities were included in total
PBGC program costs.

e For plans assumed to terminate and assumed
both to qualify for Level II reorganization
and actually to receive assistance, only the
cost of reorganization assistance was included
in total PBGC program costs.

e For plans assumed to terminate and to qualify
for Level II reorganization, but not assumed
to receive reorganization assistance because
they were assumed to recover, no costs were
included in total PBGC program costs.

This procedure reduces termination costs by eliminating the
termination cost of plans assumed to reorganize.

C. COST ESTIMATES

In order to compare the potential impact of differ-
ent guarantee programs, a number of cost estimates were made
based upon the valuations of those plans assumed to reorganize
and terminate. Appendix XIII describes the assumptions used
in making the valuations for plans failing the termination
screen. The methodology for estimating reorganization costs
was discussed in Section B above.

Tables 1-3 were presented in Part VIII and represent
summary tables of specific PBGC costs and liabilities under
different program alternatives and assumptions. Tables 4-16
provide supporting data for these summary tables, and Tables
17-30 provide estimates of annual termination liabilities,
permitting a more detailed analysis of our assumptions about
plan terminations. Finally, Tables 31 and 36 appear in Part
VIII as Tables 4 and 5 respectively, and Tables 32-35 provide
supporting cost estimates for plans in different categories
of termination potential.



COST ANALYSIS TABLES

A. SUMMARY TABLES

Table

Table

Table

Table

Table

Table

Table

Table

Table

Table

Table

Table

1:

10:

11:

12:

Summary of Unfunded Liabilities of All Multi-
employer Plans and Plans Assumed to Terminate
Under Current Program

Impact of Alternative Programs on PBGC Termina-
tion Liability, Premiums, and Percent of Vested
Benefits Paid

Impact of Reorganization on PBGC Termination Lia-
bility and Premiums Under Alternative Programs

Summary of Unfunded Liabilities for Multiemployer
Plan Universe

Summary of PBGC Termination Liabilities for
Alternative Programs with Current Employer
Liability Net Worth Limitation

Summary of PBGC Termination Liabilities for
Alternative Programs with No Net Worth Limitation
on Employer Liability

Summary of PBGC Termination Liabilities for
Alternative Programs with Current Employer
Liability Limitation (excluding large, broad-
based plans)

Summary of PBGC Termination Liabilities for
Alternative Programs with No Net Worth Limitation
on Employer Liability (excluding large, broad-
based plans)

Summary of Percent of Vested Benefits Paid for
Alternative Programs under Alternative Employer
Liability Rules

Summary of Total Employer Liability for Alterna-
tive Programs Under Alternative Employer Liabil-
ity Rules

Summary of PBGC Termination Liabilities for
Alternative Programs with Reorganization Option

Summary of PBGC Termination Liabilities for
Alternative Programs with Reorganization Option
(excluding large, broad-based plans)



Table 13:

Table 14:

Table 15:

Table 16:

Summary of PBGC Reorganization Assistance Liabil-
ities and Premiums Under Modified Guarantees

Summary of PBGC Reorganization Assistance Liabil-
ities and Premiums Under Modified Guarantees
(excluding large, broad-based plans)

Summary of PBGC Premiums Required Under Alterna-
tive Programs

Summary of PBGC Premiums Required Under Alterna-
tive Programs (excluding large broad-based
plans)

B. ANNUAL ESTIMATES ASSUMING CURRENT EMPLOYER LIABILITY

LIMITATION

Table 17: PBGC Liabilities Under Current Program

Table 18: PBGC Liabilities Under Modified Guarantees

Table 19: PBGC Liabilities Under Reduced Modified
Guarantees (50 Percent of Current Guarantee)

Table 20: PBGC Liabilities Under Modified Guarantees and
10 Percent Per Year Program Phase-In of Guarantees

Table 21: PBGC Liabilities Under Modified Guarantees and
10 Percent Per Year Program Phase-In With Deferred
Termination

Table 22: PBGC Liabilities Under Reduced Modified Guarantee
of Post ERISA Benefits Only

Table 23: PBGC Liabilities Under Reduced Modified Guarantee

of Retirees and Near Retirees Benefits

C. ANNUAL ESTIMATES ASSUMING NO NET WORTH LIMITATION ON
EMPLOYER LIABILITY

Table 24:
Table 25:

Table 26:

Table 27:

PBGC Liabilities Under Current Program
PBGC Liabilities Under Modified Guarantees

PBGC Liabilities Under Reduced Modified
Guarantees (50 Percent of Current Guarantee)

PBGC Liabilities Under Modified Guarantees and
10 Percent Per Year Program Phase-In of Guarantees



Table

Table

Table

28:

29:

30:

- 10 -

PBGC Liabilities Under Modified Guarantees and
10 Percent Per Year Program Phase-In With Deferred
Termination

PBGC Liabilities Under Reduced Modified Guarantee
of Post ERISA Benefits Only

PBGC Liabilities Under Reduced Modified Guarantee
of Retirees and Near Retirees Benefits

D. ESTIMATES BY CATEGORY OF TERMINATION POTENTIAL

Table

Table

Table

Table

Table

Table

31:

32:

33:

34:

35:

36:

Distribution and Characteristics of All Plans
Assumed to Terminate by Category of Risk Termina-
tion Potential

Annual Premium Requirements Under Program Options
by Category of Termination Potential for Current
Employer Liability Limitation

Annual Premium Requirements Under Program Options
by Category of Termination Potential for Alterna-
tive Employer Liability Limitation

PBGC Liabilities Under Program Options by Category
of Termination Potential for Current Employer
Liability Limitation

PBGC Liabilities Under Program Options by Category
of Termination Potential for Alternative Employer
Liability Limitation

Allocation of Premium Costs for Plans Assumed to
Terminate Under Selected Program Options by
Category of Termination Potential



TABLE 1

SUMMARY OF UNFUNDED LIABILITIES OF ALL MULTIEMPLOYER PLANS
AND PLANS ASSUMED TO TERMINATE UNDER CURRENT PROGRAM

Plans Identified by

Termination Screen 2/
All Excluding
Multiemployer 1/ All Plans Large, Broad-3/
Plans = Identified Based Plans =
Year 1 Year 10
Plans 1,722 1,722 166 156
Participants (000) 8,177 9,401 1,258 473
Unfunded Liability for
Accrued Benefits
($ millions) 40,215 68,927 9,216 4,440
Unfunded Liability for
Vested Benefits
($ millions) 33,519 58,425 8,986 4,318
PBGC Termination Liability
($ millions)
e Assuming No
Employer Liability 33,516 49,043 8,345 3,791
e Assuming Present Employer
Liabii}ty Limitation
Rules—~ 25,136 34,438 4,824 2,704

Estimated unfunded liabilities assuming all multiemployer plans terminated in
Year 1 or Year 10 of the l0-year period under analysis.

Estimated present value in Year 1 of unfunded liability for all plans assumed
to terminate over the 10-year period under analysis. Participants reflect
the number of participants in the year in which the plans are identified by
the termination screen.

Excludes large, broad-based plans, defined to be those which cover a substan-
tial proportion of employers and workers in an industry.

Assumes that PBGC collects employer liability up to the current 30 percent net
worth limitation on employer liability; this was approximated by an amount
equal to 25 percent of unfunded vested liabilities for most plans, and 75
percent for those in industries where available data indicated substantial

net worth.
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TABLE 2

IMPACT OF ALTERNATIVE P! AMS ON PBGC TERMINATION
LIABILITY, PREMIUMS, AND PERCENT OF VESTED BENEFITS PAID

Plans Identified by Termination

Plans Identified by Termination Screen, Less Large
Screen Broad-Based Plans
% of % of
PBGC 1/ Vested : PBGC 1/ Vested
Termination Annual= Benefits Termination Annual= Benefits
Liability Premiums Paid Liability Premiums Paid
($ millions) ($ per (%) ($ millions) ($ per (%)
person) person)
Current Program 4,824 79.50 94.1 2,704 44,56 91.6
Revised Program
® Current Employer Liability Limitation2/
-- Modified Guaranteel/ 3,857 63.56 88.0 2,007 33.08 85.5
-- Reduced Modified Guarantees4/
1) 50% Guarantee 114 1.88 47.1 34 .56 46.3
2) 10% Phase-In 1,008 16.61 54.1 718 11.83 62.6
3) 10% Phase-In with Deferred Termination 2,806 46. 24 70.7 1,775 29.25 79.0
4) Post-ERISA 148 2.44 42,6 142 2,34 50.7
5) Retirees and Near Retirees Only 2,326 38.33 72.1 1,076 17.73 68.9
e Alternative Employer Liability Limitation5/
-~ Modified Guarantee 1,183 19.50 88.0 702 11.57 85.5
-=- Reduced Modified Guarantees
1) 50% Guarantee 15 .25 47.1 11 .18 46.3
2) 10% Phase-In 134 2.21 54.1 134 2,21 62.6
3) 10% Phase~-In with Deferred Termination 1,058 17.44 70.7 778 12.82 79.0
4) Post-ERISA 6 .10 42.6 6 .10 50.7
5) Retirees and Near Retirees Only 507 8.36 72.1 265 4,37 68.9 W
N
e Reorganization Assistance Costs Only6/ 228 2.47 N/A 64 .69 N/A !

(no guarantees for terminated plans)

Estimates reflect the average annual level premium required to amortize the termination liability over a l0-year period,
assuming an average of 8 million participants in non-terminated plans.

Assumes that PBGC collects an amount from employers up to the current 30 percent net worth limitation on employer liability;
this was approximated by an amount equal to 25 percent of unfunded vested liabilities for most plans, and 75 percent for
those in industries where available data indicated substantial net worth.

Modified guarantees assume an increase in funding requirements, a three year delay on phase-in of guarantees of benefit
increases and elimination of the $20 phase-in rule for guaranteeing benefit increases.

Reduced modified guarantees reflect both the program changes identified under modified guarantees and the reduced benefit
guarantees described in Part 1IV.

Assumes elimination of the net worth limit, and that employers are liable up to 100 percent of the plan asset insuffi-
ciency; estimated collectible employer liability was approximated by an amount equal to the present value of expected
plan contributions under the current program, based upon projected trends in active participation.

Estimates reflect the approximate range of liabilities and premiums for providing only reorganization assistance to plans
identified for reorganization under a modified guarantee program; annual premiums under this option are assumed to be
amortized over a 20-year period. Due to the lack of reliable forecast data beyond a 10-year period, these estimates are
more uncertain than the other estimates in the table.



TABLE 3

IMPACT OF REORGANI ION ON PBGC TERMINATION
LIABILITY AND PREMIUM IDER ALTERNATIVE PROGRAMS

No Reorganization Option 1/
{Premiums Only) =

Plans Reorganization Option with Termination Guarantees

Identified by Plans Identi- (PBGC Liabilities and Premiums) 1/
Termination fied Less Large, Plans Identified by Plans Identified Less
Screen Broad-Based Plans Termination Screens Large, Broad-Based Plans
($ Per Person) (S Per Person) Liabilities Premiums Liabilities Premiums
(S million) (S Per Person) ($ million) (S Per Person)
Current Program 79.50 44.56 3,427 54.40 1,817 28.81
Revised Proqram
e Current Employer Liability
Limitation2/
-- Modified Guarantee3/ 63.56 33.08 2,727 43.65 1,377 22.33
—- Reduced Modified
Guarantees4/
1) 50% Guarantee 1.88 .56 253 2.88 82 .99
2) 10% Phase-In 16.61 11.83 1,102 16.87 649 10.33
3) 10% Phase-In with
Deferred Termi-
nation 46. 24 29.25 2,008 31.80 1,242 20.10
4) Post-ERISA 2.44 2.34 371 4,83 200 2.93
5) Retirees and Near
Retirees Only 38.33 17.73 1,765 27.80 761 12.18
® Alternative Employer 1
Liability Limitation5/ "
~- Modified Guarantee 19.50 11.57 680 9.92 221 3.28 !
—- Reduced Modified
Guarantees
1) 50% Guarantee .25 .18 228 2.47 64 .69
2) 10% Phase-In 2.21 2.21 279 3.29 114 1.51
3) 10% Phase-In with
Deferred Termi-
nation 17.44 12.82 497 6.90 285 4.33
4) Post-ERISA .10 .10 228 2.47 64 .69
5) Retirees and Near
Retirees Only 8.36 4,37 452 6.16 72 .82

Estimates reflect the average level premium required to amortize the termination liability over a 10-year period, assuming
an average of 8 million participants in non-terminated plans. Premiums under reorganization reflect the subtraction of
termination liabilities of reorganized plans and the addition of their reorganization assistance costs.

Assumes that PBGC collects an amount from employers up to the current 30 percent net worth limitation on employer liability;
this was approximated by an amount equal to 25 percent of unfunded vested liabilities for most plans, and 75 percent for those
in industries where available data indicated substantial net worth.

Modified guarantees assume an increase in funding requirements, a three year delay on phase-in of guarantees of benefit
increases and elimination of the $20 phase-in rule for guaranteeing benefit increases.

Reduced modified guarantees reflect both the program changes identified under modified guarantees and the reduced benefit
guarantees described in Part IV.

Assumes elimination of the net worth limit, and that employers are liable up to 100 percent of the plan asset insuffi-
ciency; estimated collectible employer liability was approximated by an amount equal the present value of expected plan
contributions under the current program, based upon projected trends in active participation.



TABLE 4

SUMMARY OF UNFUNDED LIABILITIES FOR MULTIEMPLOYER PLAN UNIVERSEl/
Unfunded
Liability Unfunded
for Unfunded Liability for
Accrued Liability for Guaranteed
Year of Plan Benefits Vested Benefits Benefits 2/
Forecast Participants ($ millions) ($ millions) ($ millions) =
1 8,177 40,215 33,519 33,516
2 8,287 39,266 32,890 32,886
3 8,383 38,705 32,365 32,361
4 8,508 47,012 38,189 32,519
5 8,637 46,671 38,130 36,399
6 8,758 46,211 38,600 38,081
7 8,922 56,714 46,516 39,323
8 9,084 56,400 47,009 44,363
9 9,244 55,974 47,955 46,968
10 9,401 68,927 58,425 49,043

1/ Based upon the 279 plan sample, weighted to reflect all multiemployer plans.
Estimates represent the unfunded liabilities assuming all plans terminate in
the year indicated.

2/ Assuming current program guarantees and no employer liability at plan
termination.

e



SUMMARY OF PBGC TERMINATION

WITH CURRENT EMPLOYER

TABLE 5

LIABILITIES FOR ALTERNATIVE PROGRAMS
LIABILITY NET WORTH LIMITATION

Current Program

1/

Revised Program~

® Modified Guarantees
® Reduced Modified Guarantees

-- 50% Guarantee

--— 10% Phase-In

-~ 10% Phase-In with Deferred Termination
-— Post-ERISA

-- Retirees and Near Retirees Only

1/ See footnotes 3 and 4, Table 2.

(s

millions)

Total Less
Employer
Collections Total Less Employer
Total With No Based Upon 25% Collections Based Upon
Employer Collections Collectibility Variable Collectibility
8,345 6,099 4,824
7,050 5,002 3,857
2,357 567 114
2,581 1,191 1,008
4,753 2,990 2,806
1,440 238 148
5,349 3,300 2,326
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TABLE 6

SUMMARY OF PBGC TERMINATION LIABILITIES FOR ALTERNATIVE PROGRAMS
WITH NO NET WORTH LIMITATION ON EMPLOYER LIABILITY
($ millions)

Total With No Total Less Expected
Employer Collections Employer Collections
Current Program 8,345 1,566
1/

Revised Program—

e Modified Guarantees 7,050 1,183

® Reduced Modified Guarantees

-- 50% Guarantee 2,357 15
-~ 10% Phase-In 2,581 134
-- 10% Phase-In with Deferred Termination 4,753 1,058
—-— Post-ERISA 1,440 6
~- Retirees and Near Retirees Only 5,349 507

1/ See footnotes 3 and 4, Table 2.
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TABLE 7

SUMMARY OF PBGC TERMINATION LIABILITIES FOR ALTERNATIVE PROGRAMS WITH
CURRENT EMPLOYER LIABILITY LIMITATION, EXCLUDING LARGE, BROAD-BASED PLANS

Total Less
Employer
Collections Total Less Employer
Total With No Based Upon 25% Collections Based Upon
Employer Collections Collectibility Variable Collectibility
Current Program 3,791 2,711 2,704
1/

Revised Program—

® Modified Guarantees 2,936 2,012 2,007

® Reduced Modified Guarantees

-- 50% Guarantee 743 34 34
-- 10% Phase-In 1,537 724 718
~~ 10% Phase-In with Deferred Termination 2,753 1,781 1,775
-- Post-ERISA 922 144 142
-— Retirees and Near Retirees Only 2,000 1,077 1,076

1/ see footnotes 3 and 4, Table 2.
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TABLE 8

SUMMARY OF PBGC TERMINATION LIABILITIES FOR ALTERNATIVE PROGRAMS WITH
NO NET WORTH LIMITATION ON EMPLOYER LIABILITY, EXCLUDING LARGE, BROAD-BASED PLANS

Total With No Total Less Expected
Employer Collections Employer Collections

Current Program 3,791 920
1/

Revised Program~

® Modified Guarantees 2,936 702

® Reduced Modified Guarantees

-- 50% Guarantee 743 11
-- 10% Phase-~1In 1,537 134
--— 10% Phase-In with Deferred Termination 2,753 778
-- POst-ERISA 922 6
-- Retirees and Near Retirees Only 2,000 265

1/ See footnotes 3 and 4, Table 2.
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TABLE 9

SUMMARY OF PERCENT OF VESTED BENEFITS PAID FOR ALTERNATIVE PROGRAMS
UNDER ALTERNATIVE EMPLOYER LIABILITY RULES

Percent Assuming No Percent Assuming Current Employer Percent Assuming Alternative
Employer Liability Liability Limitation Employer Liability Limitation
Employer Employer Employer
Liability = Liability = Liability =
Employer Liability = Unfunded Unfunded Unfunded
Unfunded Vested Guaranteed Vested Guaranteed
Benefits Benefits Benefits Benefits
25% vVariable
Collect. Collect.
Current Program 94.1% 94.1% 94.1% 94.1% 97.1% 94.1%
1/

Revised Program~

® Modified Guarantees 88.0 88.0 88.0 88.0 92.9 88.0

® Reduced Modified Guarantees

-=- 50% Guarantee 47.1 49.6 55.7 47.1 83.0 47.1
-- 10% Phase-~-In 54.1 58.6 65.5 54.1 87.3 54.1
-~ 10% Phase-In with Deferred

Termination 70.7 72.7 78.8 70.7 84.1 70.7
-=- Post-ERISA 42.6 48.5 56.5 42.6 83.0 42.6
—- Retirees and Near Retirees

Only 72.1 72.1 74.7 72.1 87.0 72.1

1/ See footnotes 3 and 4, Table 2.
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TABLE 10

SUMMARY OF TOTAL EMPLOYER LIABILITY FOR ALTERNATIVE PROGRAMS UNDER
ALTERNATIVE EMPLOYER LIABILITY RULES
(S millions)

Employer Liability = Employer Liability =
Unfunded Vested Benefits Unfunded Guaranteed Benefits
Current Program 8,986 8, 345
1/

Revised Program—

® Modified Guarantees 8,177 7,050

® Reduced Modified Guarantees

-- 50% Guarantee 8,177 2,357
—- 10% Phase-In 8,177 2,581
-- 10% Phase-In with Deferred Termination 8,362 4,753
-- Post-ERISA 8,177 1,440
-~ Retirees and Near Retirees Only 8,177 5,349

1/ See footnotes 3 and 4, Table 2.
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TABLE 11

SUMMARY OF PBGC TERMINATION LIABILITIES FOR ALTERNATIVE
PROGRAMS WITH REORGANIZATION OPTION
($ millions)

PBGC Liabilities With Current PBGC Liabilities With Alterna-
Employer Liability Limitation tive Employer Liability Limitation
Reorg. Term. All 1/ Reorg. Term. All /
Plans Plans Plans— Plans Plans Plans—
Current Program 1,763 3,061 4,824 865 701 1,566
Revised Programz/
® Modified Guarantees 1,358 2,499 3,857 731 452 1,183
® Reduced Modified Guarantees
-- 50% Guarantee 89 25 114 15 0 15
-- 10% Phase-In 134 874 1,008 84 50 134
-~ 10% Phase~-In with Deferred
Termination 1,026 1,780 2,806 789 269 1,058
-- Post-ERISA 5 143 148 6 0 6
—— Retirees and Near Retirees
Only 789 1,537 2,326 283 224 507

1/ All plans represent those identified by the termination screen and include plans that are assumed both to
reorganize and to terminate.

2/ See footnotes 3 and 4, Table 2.
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TABLE 12

SUMMARY OF PBGC TERMINATION LIABILITIES FOR ALTERNATIVE
PROGRAMS WITH REORGANIZATION OPTION, EXCLUDING LARGE, BROAD-BASED PLANS
($ millions)

PBGC Liabilities With Current PBGC Liabilities With Alterna-
Employer Liability Limitation tive Employer Liability Limitation
Reorg. Term. All 1/ Reorg. Term. All 1/
Plans Plans Plans— Plans Plans Plans=
Current Program 1,089 1,615 2,704 670 250 920
Revised Programg/
® Modified Guarantees 694 1,313 2,007 545 157 702 '
N
® Reduced Modified Guarantees v
-~ 50% Guarantee 16 18 34 11 0 11
-- 10% Phase~In 133 585 718 84 50 134
~- 10% Phase-In with Deferred
Termination 597 1,178 1,775 557 221 778
—- Post-ERISA 6 136 142 6 0 6
-- Retirees and Near Retirees
Only 379 697 1,076 257 8 265

1/ All plans represent those identified by the termination screen and include plans that are assumed both to
reorganize and to terminate.

2/ See footnotes 3 and 4, Table 2.



TABLE 13

SUMMARY OF PBGC REORGANIZATION ASSISTANCE LIABILITIES
AND PREMIUMS UNDER MODIFIED GUARANTEES

Reorganized Plans That First Require
Assistance During

1 to 10-Year 11 to 20~-Year
Period Period Total
Reorganization Assistance Liability
(present value of liability in
Year 1 in $ millions) 66.4 161.1 227.5

Annual Level Premium Required if
amortized over 20 years .72 1.75 2.47
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TABLE 14

SUMMARY OF PBGC REORGANIZATION ASSISTANCE LIABILITIES
AND PREMIUMS UNDER MODIFIED GUARANTEES, EXCLUDING
LARGE BROAD-BASED PLANS

Reorganized Plans That First Require
Assistance During

1 to 10-Year 11 to 20-Year
Period Period Total
Reorganization Assistance Liability
(present value of liability in
Year 1 in $ millions) 45.7 18.1 63.8

Annual Level Premium Required if
amortized over 20 years .49 .20 .69
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TABLE 15

SUMMARY OF PBGC PREMIUMS REQUIRED UNDER ALTERNATIVE PROGRAMSL/
(S Per Person)

Reorganization Option

No Reorganization Option with Termination Guarantees
Current Program 79.50 54.40
Revised Programg/
e Current Employer Liability Limitation
-- Modified Guarantee 63.56 43.65
-- Reduced Modified Guarantees
1) 50% Guarantee 1.88 2.88
2) 10% Phase-~-1In 16.61 16.87
3) 10% Phase~In with Deferred
Termination 46.24 31.80
4) Post-~ERISA 2.44 4.83
5) Retirees and Near Retirees
Only 38.33 27.80
e Alternative Employer Liability
Limitation
~— Modified Guarantee 19.50 9.92
-- Reduced Modified Guarantees
1) 50% Guarantee .25 2.47
2) 10% Phase-1In 2.21 2.29
3) 10% Phase—In with Deferred
Termination 17.44 6.90
4) Post—-ERISA .10 2.47
5) Retirees and Near Retirees
Only 8.36 6.16

1/ Estimates reflect the average annual level premium required to amortize the termination liability
over a l0-year period, assuming an average of 8 million participants in non-terminated plans.

2/ See footnotes 3 and 4, Table 2.
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TABLE 16

SUMMARY OF PBGC PREMIUMS REQUIRED UNDER ALTERNATIVE PROGRAMS,Z/
EXCLUDING LARGE, BROAD-BASED PLANS —
($ Per Person)

Reorganization Option
No Reorganization Option with Termination Guarantees

Current Program 44.56 28.81

Revised Program=

1/

Current Employer Liability Limitation
-- Modified Guarantee 33.08 22.33
—-- Reduced Modified Guarantees

1) 50% Guarantee .56 .99
2) 10% Phase-1In 11.83 10.33
3) 10% Phase-In with Deferred
Termination 29.25 20.10
4) Post-ERISA 2.34 2.93
5) Retirees and Near Retirees
Only 17.73 12.18
Alternative Employer Liability
Limitation
~-- Modified Guarantee 11.57 3.28
-- Reduced Modified Guarantees
1) 50% Guarantee .18 .69
2) 10% Phase-In 2.21 1.51
3) 10% Phase~In with Deferred
Termination 12.82 4,33
4) Post-ERISA .10 .69
5) Retirees and Near Retirees
Only 4.37 .82

1/ See footnotes 3 and 4, Table 2.

2/

Estimates reflect the average annual level premium required to amortize the termination liability
over a l0-year period, assuming an average of 8 million participants in non-terminated plans.
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TABLE 17

ANNUAL INCREASE IN PBGC LIABILITIES
UNDER CURRENT PROGRAM 1/
WITH CURRENT EMPLOYER LIABILITY NET WORTH LIMITATION~

Total Exposure Less Employer

Plans Collections Based Upon
Assumed 2/ Total PBGC3/ ($ millions)
to Terminate Exposure 4/ Variables/
Year New Cumul. ($ millions) 25% Collect— Collect =
1 10 10 2,733 2,050 1,088
2 6 16 192 144 144
3 9 25 719 539 539
4 2 27 192 133 133
5 1 28 75 55 55
6 20 48 305 225 225
7 45 93 2,443 1,708 1,708
8 28 121 1,621 1,215 1,215
9 7 128 1,181 869 869
10 38 166 1,779 1,239 675
Net Present - - 8,345 6,099 4,824

Value € 6.75%

=
~N

Assumes current 30 percent of net worth limitation on employer liability.

2/ Based upon application of termination screens to a sample of 279 plans, the results of
which were then weighted to reflect the universe of all multiemployer plans. Selec-
tion of plans assumed to terminate were based upon plans that crossed the following
screens:

o (Retirees + Separated Vested)/Total Participants > .34
e Assets/Annual Benefits < 5.6
e Cash Flow/Assets < .026

[[%]
~N

Base estimate of PBGC liability, assuming no collection of employer liability.

[
~N

Assumes PBGC collects 25 percent of unfunded vested liability from all terminating
plans.

5/ Assumes PBGC collects 25 percent of unfunded vested liability for most terminating
plans and 75 percent from remaining plans, identified to be in industries with
substantial net worth.
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TABLE 18

ANNUAL INCREASE IN PBGC LIABILITIES
UNDER MODIFIED GUARANTEES 1/
WITH CURRENT EMPLOYER LIABILITY NET WORTH LIMITATION=

Total Exposure Less Employer

Plans Collections Based Upon
Assumed / Total PBGC / ($ millions)
to Terminate Exposure 4/ Variables/
Year New Cumul. ($ millions) 25% Collect— Collect =
1 10 10 2,733 2,050 1,088
2 6 16 192 144 144
3 9 25 719 539 539
4 2 27 192 133 133
5 1 28 63 42 42
6 20 48 271 191 191
7 26 74 1,085 726 726
8 48 122 2,347 1,565 1,565
9 7 129 976 664 664
10 19 148 551 339 9
Net Present - — 7,050 5,002 3,857

Value @ 6.75%

1/

Modified guarantees assume an increase in funding requirements, a three year delay in
phase-in of guarantees for benefit increases, and an elimination of the $20 rule on
benefit increases; also assumes current 30 percent of net worth limitation on
employer liability.

Based upon application of termination screens to a sample of 279 plans, the results
of which were then weighted to reflect the universe of all multiemployer plans.
See footnote 2 in Table 17.

Base estimate of PBGC liability, assuming no collection of employer liability.

Assumes PBGC collects same amount as under current program from employers, estimated
at 25 percent of unfunded vested liabilities.

Assumes PBGC collects same amount as under current program from employers, egqual to
25 percent of unfunded vested liabilities for most plans, and 75 percent for those in
industries with substantial net worth.
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TABLE 19

ANNUAL INCREASE IN PBGC LIABILITIES UNDER
REDUCED MODIFIED GUARANTEES (50 PERCENT) 1/
WITH CURRENT EMPLOYER LIABILITY NET WORTH LIMITATION—

Total Exposure Less Employer

Plans Collections Based Upon
Assumed 2/ Total PBGC / ($ millions)
to Terminate Exposure 4/ Variables/
Year New Cumul. ($ millions) 25% Collect— Collect —
1 10 10 1,143 488 35
2 6 16 71 23 23
3 9 25 229 50 50
4 2 27 43 0 0
5 1 28 12 0 0
6 20 48 95 16 16
7 26 74 219 0 0
8 48 122 663 4 4
9 7 129 284 0 0
10 19 148 174 0 0
Net Present - - 2,357 567 114

Value €@ 6.75%

1/

Includes modified guarantees described in Table 18, but with a guarantee reduced to
50 percent of current program; also assumes current 30 percent of net worth limitation
on employer liability.

Based upon application of termination screens to a sample of 279 plans, the results
of which were then weighted to reflect the universe of all multiemployer plans.
See footnote 2 in Table 17.

Base estimate of PBGC liability, assuming no collection of employer liability.

Assumes PBGC collects same amount as under current program from employers, estimated
at 25 percent of unfunded vested liabilities.

Assumes PBGC collects same amount as under current program from employers, equal to
25 percent of unfunded vested liabilities for most plans, and 75 percent for those in
industries with substantial net worth.

——
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Net Present -
Value €@ 6.75%

1/ Includes modif
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footnote 2 in
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4/ Assumes PBGC c¢
25 percent of

5/ MAssumes PBGC c
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TABLE 20

ANNUAL INCREASE IN PBGC LIABILITIES UNDER MODIFIED
GUARANTEES AND 10 PERCENT PER YEAR PROGRAM PHASE-IN 1/
WITH CURRENT EMPLOYER LIABILITY NET WORTH LIMITATION~

Total Exposure Less Employer

Plans Collections Based Upon
Assumed / Total PBGC / ($ millions)
to Terminate~ Exposure =~ 4/ Variables/
New Cumul. ($ millions) 25% Collect— Collect =
10 10 169 0 0
6 16 19 0 0
9 25 77 0 0
2 27 35 0 0
1 28 12 0 0
20 48 128 48 48
26 74 545 186 186
48 122 1,628 846 846
7 129 830 517 517
19 148 551 339 9
- 2,581 1,191 1,008

ied guarantees described in Table 18, but with a phase-in of the guarantee
per year up to 100 percent of current program in Year 10; also assumes
cent of net worth limitation on employer liability.

lication of termination screens to a sample of 279 plans, the results of
n weighted to reflect the universe of all multiemployer plans. See
Table 17.

of PBGC liability, assuming no collection of employer liability.

ollects same amount as under current program from employers, estimated at
unfunded vested liabilities.

ollects same amount as under current program from employers, equal to 25
unded vested liabilities for most plans, and 75 percent for those in
h substantial net worth.
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TABLE 21

ANNUAL INCREASE IN PBGC LIABILITIES UNDER MODIFIED GUARANTEES
AND 10 PERCENT PER YEAR PROGRAM PHASE-IN WITH DEFERRED TERMINATIONl/
AND WITH CURRENT EMPLOYER LIABILITY NET WORTH LIMITATION =

Total Exposure Less Employer

Plans Collections Based Upon
Assumed / Total PBGC / ($ millions)
_ to Terminate= Exposure 4/ Variables/
Year New Cumul. ($ millions) 25% Collect— Collect ~
1 2 2 146 0 0
2 0 2 0 0 0
3 0 2 0 0 0
4 3 ) 29 8 8
5 0 5 0 0 0
6 0 5 0 0 0
7 0 5 0 0 0
8 0 5 0 0 0
9 0 5 0 0 0
10 143 148 8,252 5,369 5,040
Net Present - - 4,753 2,990 2,806

Value @ 6.75%

Includes modified guarantees described in Table 18 and the 10 percent phase-in
described in Table 21, but reflects the impact of plans deferring termination as
long as possible to obtain higher guarantees; also assumes current 30 percent of
net worth limitation on employer liability.

Based upon application of termination screens to a sample of 279 plans, the results
of which were then weighted to reflect the universe of all multiemployer plans.
These plans were then assumed to terminate either in the year they became insolvent
or in year 10 to reflect the possibility that such plans might defer termination
under this option.

Base estimate of PBGC liability, assuming no collection of employer liability.

Assumes PBGC collects same amount as under current program from employers, estimated
at 25 percent of unfunded vested liabilities.

Assumes PBGC collects same amount as under current program from employers, equal to
25 percent of unfunded vested liabilities for most plans, and 75 percent for those
in industries with substantial net worth.
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TABLE 22

ANNUAL INCREASE IN PBGC LIABILITIES UNDER
REDUCED MODIFIED GUARANTEE OF POST-ERISA BENEFITS ONLYl/
WITH CURRENT EMPLOYER LIABILITY NET WORTH LIMITATION =~

Total Exposure Less Employer

Plans Collections Based Upon
Assumed / Total PBGC / ($ millions)
to Terminate Exposure 4/ Variables/
New Cumul. {$ millions) 25% Collect— Collect =
10 10 20 ] ]
6 16 9 0 0
9 25 68 0 0
2 27 36 0 0
1 28 13 0 0
20 48 59 1 1
26 74 350 4 4
48 122 879 97 97
7 129 447 135 135
19 148 379 167 5
Present - - 1,440 238 148

Value @ 6.75%

Includes modified guarantees described in Table 18, but with a guarantee limited to
benefits accrued following the passage of ERISA; also assumes current 30 percent of
net worth limitation on employer liability.

Based upon application of termination screens to a sample of 279 plans, the results
of which were then weighted to reflect the universe of all multiemployer plans.
See footnote 2 in Table 17.

Base estimate of PBGC liability, assuming no collection of employer liability.

Assumes PBGC collects same amount as under current program from employers, estimated
at 25 percent of unfunded vested liability.

Assumes PBGC collects same amount as under current program from employers, egqual to
25 percent of unfunded vested liabilities for most plans, and 75 percent for those
in industries with substantial net worth.
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TABLE 23

ANNUAL INCREASE IN PBGC LIABILITIES UNDER
MODIFIED GUARANTEE OF RETIREE AND NEAR RETIREE BENEFITS ONLYl/
WITH CURRENT EMPLOYER LIABILITY NET WORTH LIMITATION

Year

OWoo-NAHhUTd WN =

=

Net Present -
Value @ 6.75%

1/ 1Includes modif
the benefits o
ment; also ass

2/ Based upon app
of which were
See footnote 2

3/ Base estimate

4/ Assumes PBGC c
25 percent of

5/ Assumes PBGC c
25 percent of
industries wit

Total Exposure Less Employer

Plans Collections Based Upon
Assumed / Total PBGC / ($ millions)
to Terminate= Exposure 4/ Variables/
New Cumul. (S millions) 25% Collect~ Collect =
10 10 2,459 1,776 814
6 16 142 94 94
9 25 495 315 315
2 27 99 40 40
1 28 39 19 19
20 48 190 110 110
26 74 771 413 413
48 122 1,563 781 781
7 129 728 416 416
19 148 237 25 2
- 5,349 3,300 2,326

ied guarantees described in Table 18, but with a guarantee limited to
f retirees and those participants within five years of normal retire-
umes current 30 percent of net worth limitation on employer liability.

lication of termination screens to a sample of 279 plans, the results
then weighted to reflect the universe of all multiemployer plans.

in Table 17.
of PBGC liability, assuming no collection of employer liability.

ollects same amount as under current program from employers, estimated at
unfunded vested liability.

ollects same amount as under current program from employers, equal to

unfunded vested liabilities for most plans, and 75 percent for those in
h substantial net worth.
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TABLE 24

ANNUAL INCREASE IN PBGC LIABILITIES
UNDER CURRENT PROGRAM 1/
WITH NO NET WORTH LIMITATION ON EMPLOYER LIABILITY=

Plans Total PBGC / PBGC Exposure Less Employer
. Assumed 2/ Exposure = Collections Based Upon
Year to Terminate=’ ($ millions) Expected Contributions
New  Cumul.

1 10 10 2,733 341
2 6 16 192 74
3 9 25 719 166
4 2 27 192 86
5 1 28 75 15
6 20 48 305 67
7 45 93 2,443 708
8 28 121 1,621 248
9 7 128 1,181 352
10 38 166 1,779 66
Net Present - - 8,345 1,566

Value @ 6.75%

1/ Assumes no net worth limitations on employer liability, and that collectible employer
liability is equivalent to the present value of expected plan contributions under the
current program, based upon projected trends in active participation.

2/ Based upon application of termination screens to a sample of 279 plans, the results of
which were then weighted to reflect the universe of all multiemployer plans. See foot-
note 2 in Table 17.

3/ Base estimate of PBGC liability, assuming no collection of employer liability.
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TABLE 25

ANNUAL INCREASE IN PBGC LIABILITIES
UNDER MODIFIED GUARANTEES 1/
WITH NO NET WORTH LIMITATION ON EMPLOYER LIABILITY~

Plans Total PBGC / PBGC Exposure Less Employer
Assumed 2/ Exposure ~ Collections Based Upon
(s

Year to Terminate= millions) Expected Contributions
New  Cumul.
1 10 10 2,733 341
2 6 16 192 74
3 9 25 719 166
4 2 27 192 86
5 1 28 63 3
6 20 48 271 33
7 26 74 1,085 586
8 48 122 2,347 10
9 7 129 976 206
10 19 148 551 10
Net Present - -— 7,050 1,183

Value @ 6.75%

Assumes no net worth limitations on employer liability, and that collectible
employer liability is equivalent to the present value of expected plan con-
tributions under the current program, based upon projected trends in active
participation.

Based upon application of termination screens to a sample of 279 plans, the
results of which were then weighted to reflect the universe of all multi-
employer plans., See footnote 2 in Table 17.

Base estimate of PBGC liability, assuming no collection of employer liability.
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TABLE 26

ANNUAL INCREASE IN PBGC LIABILITIES UNDER REDUCED
MODIFIED GUARANTEES (50 PERCENT) 1/
WITE NO NET WORTH LIMITATION ON EMPLOYER LIABILITY~

Plans Total PBGC / PBGC Exposure Less Employer
Assumed 2/ Exposure = Collections Based Upon
Year to Terminate~" ($ millions) Expected Contributions
New  Cumul.

1 10 10 1,143 4
2 6 16 71 11
3 9 25 229 0
4 2 27 43 0
5 1 28 12 0
6 20 48 95 0
7 26 74 219 0
8 48 122 663 0
9 7 129 284 0
10 19 148 174 0
Net Present - - 2,357 15

Value @ 6.75%

1/ Assumes no net worth limitations on employer liability, and that collectible
employer liability is egquivalent to the present value of expected plan con-
tributions under the current program, based upon projected trends in active
participation.

2/ Based upon application of termination screens to a sample of 279 plans, the
results of which were then weighted to reflect the universe of all multi-
employer plans. See footnote 2 in Table 17.

3/ Base estimate of PBGC liability, assuming no collection of employer liability.
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TABLE 27

ANNUAL INCREASE IN PBGC LIABILITIES UNDER MODIFIED
GUARANTEES AND 10 PERCENT PER YEAR PROGRAM PHASE-I§/
WITH NO NET WORTH LIMITATION ON EMPLOYER LIABILITY=

Plans Total PBGC / PBGC Exposure Less Employer
Assumed 2/ Exposure = Collections Based Upon

ar to Terminate=" ($ millions) Expected Contributions
New Cumul.
1 10 10 169 0
2 6 16 19 0
3 9 25 77 0
4 2 27 35 0
5 1 28 12 0
6 20 48 128 1
7 26 74 545 108
8 48 122 1,628 0
9 7 129 830 92
0 19 148 551 10
t Present - - 2,581 134

Value @ 6.75%

Assumes no net worth limitations on employer liability, and that collectible
employer liability is equivalent to the present value of expected plan con-
tributions under the current program, based upon projected trends in active
participation.

Based upon application of termination sreens to a sample of 279 plans, the
results of which were then weighted to reflect the universe of all multi-
employer plans. See footnote 2 in Table 17.

Base estimate of PBGC liability, assuming no collection of employer liability.
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TABLE 28

ANNUAL INCREASE IN PBGC LIABILITIES UNDER MODIFIED GUARANTEES
AND 10 PERCENT PER YEAR PROGRAM PHASE-IN WITH DEFERRED TERMINATION

AND WITH NO NET WORTH LIMITATION ON EMPLOYER LIABILITY 1/
Plans Total PBGC / PBGC Exposure Less Employer
Assumed / Exposure = Collections Based Upon
Year to Terminate=’ ($ millions) Expected Contributions
New Cumul.

1 2 2 146 0
2 0 2 0 0
3 0 2 0 0
4 3 S 29 7
5 0 5 0 0
6 0 5 0 0
7 0 5 0 0
8 0 5 0 0
9 0 5 0 0
10 143 148 8,252 1,895
Net Present - - 4,753 1,058

Value @ 6.75%

1/ Assumes no net worth limitations on employer liability, and that collectible
employer liability is equivalent to the present value of expected plan con-
tributions under the current program, based upon projected trends in active
participation.

2/ Based upon application of termination screens to a sample of 279 plans, the
results of which were then weighted to reflect the universe of all multi-
employer plans. These plans were then assumed to terminate either in the
year they became insolvent or in year 10 to reflect the possibility that
such plans might defer termination under this option.

3/ Base estimate of PBGC liability, assuming no collection of employer liability.
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TABLE 29

ANNUAL INCREASE IN PBGC LIABILITIES
UNDER REDUCED MODIFIED GUARANTEE OF POST-ERISA BENEFITS ONLYl/
WITH NO NET WORTH LIMITATION ON EMPLOYER LIABILITY =

Plans Total PBGC / PBGC Exposure Less Employer
Assumed / Exposure =~ Collections Based Upon
Year to Terminate= ($ millions) Expected Contributions

New Cumul.

1 10 10 20 0
2 6 16 9 0
3 9 25 68 0
4 2 27 36 0
5 1 28 13 0
6 20 48 59 0
7 26 74 350 2
8 48 122 879 0
9 7 129 447 3
10 19 148 379 6
Net Present - -— 1,440 6

Value @ 6.75%

1/ Assumes no net worth limitations on employer liability, and that collectible
employer liability is equivalent to the present value of expected plan con-
tributions under the current program, based upon projected trends in active
participation.

2/ Based upon application of termination screens to a sample of 279 plans, the
results of which were then weighted to reflect the universe of all multi-
employer plans. See footnote 2 in Table 17.

3/ Base estimate of PBGC liability, assuming no collection of employer liability.
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TABLE . 30

ANNUAL INCREASE IN PBGC LIABILITIES UNDER
REDUCED MODIFIED GUARANTEE OF RETIREE AND NEAR RETIREE BENEFITS ONLY

WITH NO NET WORTH LIMITATION ON EMPLOYER LIABILITY 1/
Plans Total PBGC / PBGC Exposure Less Employer
Assumed 2/ Exposure = Collections Based Upon
Year to Terminate~’ ($ millions) Expected Contributions
New Cumul.

1 10 10 2,459 237
2 6 16 142 32
3 9 25 495 5
4 2 27 99 0
5 1 28 39 0
6 20 48 190 2
7 26 74 771 326
8 48 122 1,563 0
9 7 129 728 20
10 19 148 237 4
Net Present -- - 5,349 507

Value @ 6.75%

1/ Assumes no net worth limitations on employer liability, and that collectible
employer liability is equivalent to the present value of expected plan con-
tributions under the current program, based upon projected trends in active
participation.

2/ Based upon application of termination screens to a sample of 279 plans, the
results of which were then weighted to reflect the universe of all multi-
employer plans. See footnote 2 in Table 1.

3/ Base estimate of PBGC liability, assuming no collection of employer liability.



TABLE 31

DISTRIBUTION AND CHARACTERISTICS OF ALL PLANS
ASSUMED TO TERMINATE BY CATEGORY OF TERMINATION POTENTIAL

PBGC
Number of Unfunded Liability Terminationl/ Annual /
Termination Number of Participants for Vested Benefits Liability = Premiums~
Risk Category Plans (000) ($ millions) ($ millions) ($ per person)
Highest2/ 9 112 2,032 562 9.26
High3/ 51 250 1,994 1,322 21.79
Medium4/ 8 680 2,705 1,610 26.53
Lowest5/ 98 216 2,255 1,330 21.92
Total 166 1,258 8,986 4,824 79.50
Total less large,
broad based plans 156 473 4,318 2,704 44.56

Under current program and assuming current employer liability limitation.

Only plans identified by the termination screen that are predicted to become insolvent during the 10-year
forecast period.

Only those plans identified by the termination screen that are local or regional plans (i.e., all plans
that are not large, broad-based plans) that are identified for potential termination in the first year of
the forecast, whose current liability for vested benefits is less than 15 percent funded, or that cover
workers in industries with declining employment, as projected by BLS.

Only large, broad-based plans identified by the termination screen that meet the conditions in the high
category, as described in footnote 3 above.

Remaining plans out of those identified by the termination screen, comprised of both local or regional
and large, broad-based plans that were identified for termination after Year 1 of the forecast, whose
current liability for vested benefits is in excess of 15 percent funded and that cover workers in
industries that are not expected to decline, as projected by BLS.
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TABLE 32

ANNUAL PREMIUM REQUIREMENTS UNDER PROGRAM OPTIONS BY CATEGORY OF
TERMINATION POTENTIAL FOR CURRENT EMPLOYER LIABILITY LIMITATION 1/

Highes 2/ High Medium Lowest
Current Program
Annual Premium 9.26 21.79 26.53 21.92
Cumulative Annual Premium3/ 9.26 31.05 57.58 79.50
Revised Program
® Modified Guarantee
"Annual Premium 9.26 18.38 22.08 13.92
Cumulative Annual Premium 9.26 27.56 49.64 63.56
® Reduced Modified Guarantees
-- 50% Guarantee
Annual Premium 0.40 0.29 1.17 0.02
Cumulative Annual Premium 0.40 0.69 1.86 1.88
-~ 10% Phase-In
Annual Premium 0 8.09 4.78 3.74
Cumulative Annual Premium 0 8.09 12.87 16.61
-~ 10% Phase-In with
Deferred Termination
Annual Premium 0.02 15.97 16.99 13.26
Cumulative Annual Premium 0.02 15.99 32.98 46.24
-- Post-ERISA
Annual Premium 0 1.42 0.12 0.90
Cumulative Annual Premium 0 1.42 1.54 2.44
-~ Retirees and Near Retirees Only
Annual Premium 8.22 10.60 13.00 6.51
Cumulative Annual Premium 8.22 18.82 31.82 38.33

1/ Assumes that PBGC collects an amount from employers up to the current 30 percent net
worth limitation on employer liability; this was approximated by an amount equal to
25 percent of unfunded vested liabilities for most plans, and 75 percent for those
in industries where available data indicated substantial net worth.

2/ BSee Table 31 for description of categories of termination potential.

3/ Cumulative annual premiums are equal to the sum of annual premiums in a given
category of termination potential and all higher risk categories.
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TABLE 33

ANNUAL PREMIUM REQUIREMENTS UNDER PROGRAM OPTIONS BY CATEGORY OF 1/
TERMINATION POTENTIAL FOR ALTERNATIVE EMPLOYER LIABILITY LIMITATION=

Bighestz/ High Medium Lowest
Current Program
Annual Premium 5.47 4.48 5.93 9.93
Cumulative Annual Premium3/ 5.47 9.95 15.88 25.81
Revised Program
® Modified Guarantee
. Annual Premium 5.47 2.62 3.20 8.21
Cumulative Annual Premium 5.47 8.09 11.29 19.50
® Reduced Modified Guarantees
-- 50% Guarantee
Annual Premium 0.23 0 0 0.02
Cumulative Annual Premium 0.23 0.23 0.23 0.25
-— 10% Phase-In
Annual Premium 0 0.82 0 1.39
Cumulative Annual Premium 0 0.82 0.82 2.21
~=- 10% Phase-In with
Deferred Termination
Annual Premium 0.10 3.68 4.63 9.03
Cumulative Annual Premium 0.10 3.78 8.41 17.44
-- Post-ERISA
Annual Premium 0 0 0 0.10
Cumulative Annual Premium 0 0 0 0.10
-- Retirees and Near Retirees Only
Annual Premium 4.43 0.12 0.07 3.74
Cumulative Annual Premium 4.43 4,55 4.62 8. 36

1/ Assumes elimination of the net worth limit, and that employers are liable up to
100 percent of the plan asset insufficiency; estimated collectible employer
liability was approximated by an amount equal to the present value of expected
plan contributions under the current program, based upon projected trends in
active participation.

2/ See Table 31 for description of categories of termination potential.

3/ Cumulative annual premiums are equal to the sum of annual premiums in a given
risk category of termination potential and all higher risk categories.
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TABLE 34

PBGC LIABILITIES UNDER PROGRAM OPTIONS BY CATEGORY OF
TERMINATION POTENTIAL FOR CURRENT EMPLOYER LIABILITY LIMITATION 1/

Current Program

Liability
Cumulative Liability3/

Revised Program

Modified Guarantee
- Liability
Cumulative Liability

Reduced Modified Guarantees
-- 50% Guarantee

Liability

Cumulative Liability

-- 10% Phase-In
Liability
Cumulative Liability

-- 10% Phase-In with
Deferred Termination
Liability
Cumulative Liability

-- Post-ERISA
Liability
Cumulative Liability
~- Retirees and Near Retirees Only
Liability
Cumulative Liability

Highestg/

562
562

562
562

24
24

—

499

High

1,322
1,884

1,110
1,672

18
42

491
491

969
970

86
86

643
1,142

Medium Lowest
1,610 1,330
3,494 4,824
1,340 845
3,012 3,857
71 1
113 114
290 227
781 1,008
1,031 805
2,001 2,806
7 55

93 148
789 395
1,931 2,326

Assumes that PBGC collects an amount from employers up to the current 30 percent
net worth limitation on employer liability; this was approximated by an amount
equal to 25 percent of unfunded vested liabilities for most plans, and 75 per-
cent for those in industries where available data indicated substantial net

worth.

See Table 31 for description of categories of termination potential.

Cumulative liabilities are equal to the sum of liabilities in a given category
of termination potential and all higher risk categories.

F—— o et a—s — ————— e v



-45-

TABLE 35

PBGC LIABILITIES UNDER PROGRAM OPTIONS BY CATEGORY OF 1/
TERMINATION POTENTIAL FOR ALTERNATIVE EMPLOYER LIABILITY LIMITATION=

2/

Highest~ High Medium Lowest
Current Program
Annual Premium 332 272 360 602
Cumulative Annual Premium3/ 332 604 964 1,566
Revised Program
® Modified Guarantee
Annual Premium 332 159 194 498
. Cumulative Annual Premium 332 491 685 1,183
® Reduced Modified Guarantees
-- 50% Guarantee
Annual Premium 14 0 0 1
Cumulative Annual Premium 14 14 14 15
-- 10% Phase-In
Annual Premium 0 50 0 84
Cumulative Annual Premium 0 50 50 134
-- 10% Phase-In with
Deferred Termination
Annual Premium 6 223 281 548
Cumulative Annual Premium 6 229 510 1,058
~- Post-ERISA
Annual Premium 0 0 0 6
Cumulative Annual Premium 0 0 0 6
-- Retirees and Near Retirees Only
Annual Premium 269 7 4 227
Cumulative Annual Premium 269 276 280 507

1/ Assumes elimination of the net worth limit, and that employers are liable up to 100
percent of the plan asset insufficiency; estimated collectible employer liability was
approximated by an amount equal to the present value of expected plan contributions
under the current program, based upon projected trends in active participation.

I
~

See Table 31 for description of categories of termination potential.

3/ Cumulative liabiliies are equal to the sum of liabilities in a given category of
termination potential and all higher risk categories.



TABLE 36

ALLOCATION OF PREMIUM COSTS FOR PLANS ASSUMED TO TERMINATE 1/
UNDER SELECTED PROGRAM OPTIONS BY CATEGORY OF TERMINATION POTENTIAL™

Required 2/
Annual Premium= 80— T : N ewwES Speaw -~ —tr—
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1/ Excludes plan reorganization option, but includes current and alternative employer liability limitations.

T For each guarantee option, the left-hand column indicates premium requirements under current employer
liability limitations, whereas the right-hand column shows the premiums under alternative employer
liability limitations,.

2/ For example, under the current program with the current employer liability limits, the required annual
premium is approximately $80 per participant. Excluding the lowest potential group reduces the required
annual premium to approximately $58 per participant. The premium cost for the two highest potential
groups is approximately $31 per participant and for the highest group, approximately $9 per participant.



APPENDIX XV

MULTIEMPLOYER TERMINATIONS GUARANTEED
DURING THE DISCRETIONARY PERIOD

MILK INDUSTRY LOCAL 680 PENSION PLAN

Case No. 120-4

The Milk Industry Local 680 Pension Plan (the
"Plan"), a multiemployer pension plan as defined under
Section 4001 (a) (3) of ERISA was granted discretionary coverage
by the PBGC on December 21, 1977, when a Trusteeship Agreement
was signed between PBGC and the Plan. An application for
discretionary coverage under Section 4082(c) of ERISA was
filed by the Plan's trustees on December 17, 1975 regquesting
that the Plan be terminated as of November 30, 1975 (the
"DopT").

The Plan was originally established, with an
effective date of May 1, 1951, by an Agreement and Declaration
of Trust with Locals #338, #584, #607, and #680 of the
International Brotherhood of Teamsters, Chauffeurs, Warehousemen,
and Helpers of America. On June 1, 1962, Local 680 established
its own separate plan for employees working within the
jurisdiction of the Milk Drivers Employees Union Local #680.

In 1962, when Local 680 established its own plan,
there were 75 contributing employers. By November 30, 1970,
the number of contributing employers had declined to 56 and
by the DOPT to 21. Thus, during the life of the Plan, from
June 1, 1962 to November 30, 1975, there was an approximate
72 percent decline in the number of companies contributing
to the Plan.

The major reason for the decline in the number of
contributing employers was that companies were either going
out of business or withdrawing from the milk industry in the
Northern New Jersey area. *

*For example, Bordens, a major contributor to the Plan,
withdrew from the Plan when it abandoned its home delivery
routes in the area and moved its wholesale operations to
other locations. However, the great majority of the smaller
companies simply went out of business.



The decline can be attributed to the following:
1. Changes in Consumer Demand.

At the time the Plan was established, the
contributing employers were primarily engaged
in the home delivery of milk and other dairy
products. In the ensuing years, the volume of
home deliveries steadily declined. At one point
home delivery was the major distribution method
for getting milk and dairy products to the consumer.
Now the major distribution method is through the
grocery stores.

2. Increased Competition from within the Local
Industry.

The increase in competition is attributable
directly to volume of sales. In the shift from
"retail to wholesale operations, companies that did
not have the financial resources to enable them to
expand their operations were forced out of business.

3. Increased Competition from Out-of-State
Competitors.

Technology has increased the distances that
perishable dairy products can be shipped. This
has opened the populous Northern New Jersey
area to competition from dairies in the rural
agricultural areas of Pennsylvania and other
parts of New Jersey.

During the five-year period preceding the DOPT,
the number of active employees decreased from approximately
1400 to approximately 850. The number of retirees increased
during this period from approximately 1100 to approximately
1450. The decrease in active employees is directly related
to the shift of emphasis from the home delivery type of
operation to the wholesale type of operation. The shift
to the wholesale market required less manpower. It should
be noted that a census taken in April 1974 showed that, out
of 958 active employees covered by the Plan, 778 were in
the non-retail category. Over the life of the Plan, the
contribution rate had increased to such an extent that the
contributing employers found their cost to be prohibitive.
The individual employer's contribution rate had increased



from $.27 per hour worked per employee in the retail

category in June of 1962 to $.927 per hour worked per

employee in December 1973. The contribution for each participant
in the non-retail category went from $.27 per hour worked

per employee to $1.23262 per hour worked per employee during

the same period.

Since the Plan's inception in 1962 benefit increases
to the Plan were negotiated regularly as part of each collective
bargaining agreement. The normal retirement benefit had
increased approximately 100 percent from June 1, 1962 to the
DOFPT.

As of the DOPT, it was determined that the Plan
had insufficient assets to provide the benefits that would
be guaranteeable by PBGC. The Plan asset insufficiency as
of the Plan's termination was determined to be $20,701,985.
The present value of guaranteeable benefits was $25,836,107,
and the market value of plan assets was $5,134,122.

Prior to the PBGC's granting discretionary coverage
to the Plan under Section 4082 (c) of ERISA, the contributing
employers and the PBGC agreed to a settlement of the PBGC's
employer liability claim in the amount of approximately
$4,000,000. The method of payment includes immediate cash
payments and long-term secured notes.




MILLINERY WORKERS RETIREMENT FUND

Case Nos. 120-1, 120-2, 120-3

The Retirement Plan of the Millinery Industry of
New York City and Vicinity (Joint Board) was established in
1949 by collective bargaining agreements between the Joint
Board of Millinery Workers Union and employers in the industry,
with an effective date of October 1, 1951. 2t the plan's
inception, the Joint Board was comprised of Locals 2, 24,
42, 57 and 90 which were organized on a "craft union" basis.
Local 2 withdrew its membership from the Joint Board by
1967. Local 57 merged into Local 42 in 1971, the same year
that Local 90 merged into 24. At the time the pension plan
terminated, the Joint Board consisted of Locals 24 and 42.

More than 10,500 employees were covered under the
original (1949) plan. They were promised benefits ranging
from $40 to $50 a month. The benefits were to be funded
solely through employer contributions negotiated via collective
bargaining agreements.

In 1952, the Millinery Designers, Foremen and
Foreladies, Union Local 92 established a retirement plan
covering, at its inception, 217 participants. The United
Millinery Salesmen Local 98 established its retirement plan
in 1956 covering 142 employees. Those two plans and the
Joint Board plan commingled their funds in the Millinery
Workers Retirement Fund (the "Fund"), which was administered
by a Board of Trustees. The Board was comprised equally of
union and employer representatives.

The millinery industry consisted of numerous
small manufacturers, i.e., in 1960 the number of employer-
contributors reached a high of 491. The industry was,
however, in a constant state of flux. The low initial capital
outlay and availability of cheap labor encouraged many new
businesses. However, production (as measured by dollar value)
and employment declined on an average of 14 percent annually
between 1963 and 1973. Consequently, the entrants were more
than offset by the failures and withdrawals. By December
31, 1976. the date of the termination of the plan (the "DOPT"),
the number of employer-contributors had declined to 171.



In the 1960's, as fashions changed, the millinery
industry began its decline. The Fund, which began making
pension payments in 1952, had not accumulated adequate
reserves to fund benefits. Contributions were a negotiated
percentage of gross wages, which percentage was increased
over the years as follows:

RATES OF CONTRIBUTION

Joint Board Local 92 Local 98
Year Rate Year Rate Year Rate
1949 2% 1952 2% 1956 2%
1958 3% 1958 2% 1958 2%
1965 43 1967 3% 1967 4%
1967 4,5% 1968 4% 1968 42
1968 5% 1969 4% 1969 43
1969 7% 1970 4% 1970 6%
1970 10.5% 1971 5% 1971 6%
1971 10.5% 1973 6% 1973 7%
1972 10.5% 1975 6% 1975 7%
1975 10.5%

NOTE: Contribution rates were not always adhered to;
exceptions were made by the Fund for employers
for various reasons.

The 1975 contribution rates were in effect on the
DOPT. Even though the contribution percentages had been
increasing, the gross wage base on which the contributions
were based continued to decline. There were fewer employers
to contribute to the Fund. Fewer employees worked, shorter
hours were instituted (the 35 hour work week was negotiated
in the 1972 Joint Board labor contract), and gross wages
declined. The dwindling wage base more than offset the rise
in the contribution percentages. Liabilities continued to
grow as the number of retirees increased and the number of
active participants and contributing employers decreased.



CHART OF RETIREES AND ACTIVE WORKING PARTICIPANTS

Participants
Year Retired Active Total
Local 92 1970 52 78 130
1971 52 78 130
1972 85 45 130
1973 86 44 130
1974 88 42 130
Local 98 1970 60 70 130
1971 60 70 130
1972 71 29 100
1973 71 29 100
1974 67 30 100
Joint Board 1970 2500 2700 5200
1971 2500 2700 5200
1972 2800 1500 4300
1973 2800 1500 4300
1974 2900 1400 4300

In 1952, the Joint Board provided for a benefit of
$40 or $50 per month according to craft. Benefits were
increased in 1963 to $45 and $55. As the Fund experienced
financial difficulties, both future benefits and retirees’
benefits were reduced in 1973 to $35 and $45 per month.
Benefits paid under the Local 92 and Local 98 plans started
and remained at $55 per month.

By 1975 the Fund was so severely underfunded that
the Board of Trustees applied to the PBGC for termination
insurance to cover a proposed partial termination. The PBGC
replied to the Board of Trustees in a December 1975 letter
that the insurance program did not extend coverage to partial
plan terminations, and PBGC could only extend discretionary
coverage upon full termination if it found a basis to do so.

On December 7, 1976, the PBGC received another
application from the Board of Trustees requesting discretionary
coverage under Section 4082 (c) of ERISA upon the complete
termination of all three plans. The PBGC replied on
December 23, 1976, that discretionary coverage was under
consideration.



As of the DOPT the combined plans had 2,821 retirees
“either in pay-status or with vested rights to a deferred
pen51on,’and only 1,450 active participants. Total assets

of the Fund at the time of termination were approximately

$2.5 million dollars, consisting of an office building worth
about $1 million dollars, a quarter interest in a first
mortgage on a low income housing development that had a

fair market value in the $1 million dollar range, cash,

stocks, and bonds. Unfunded guaranteed benefits were estimated
to be about $7 million dollars.

Pursuant to Section 4064 (a) of ERISA, all employers
who were contributing sponsors at any time within the five
years prior to plan termination are liable for the lesser of
their share of plan asset insufficiency (PAI) or 30 percent
of their net worth. - Some of the employer-sponsors had been
inactive in the industry for more than a year, and net worth
was minimal for a number of employers.. The difficulties in
determining the exact liability of the employers have been
compounded by the small size of the individual businesses,
the fact that the composition of the employer group was
constantly changing, and the unavailability of financial
data for the sponsors. Employer liability, in the amount of
$1 million dollars, is now being paid. PBGC became Trustee
of the plans on May 2, 1977.
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