


Investment Performance

When the actual rate of investment return in a given year exceeds the assumed rate, an investment
gain results, and when the actual investment return is below the assumed rate, a loss results.

During 2007, the largest percentage (nearly half) of the plans responding to the survey reported
an actual investment return of between 5% and 10% with a median reported rate of return of
7.9%. Since the assumed rate of investment return is in this range for nearly all responding
plans, 2007 did not generate large investment gains or losses for most plans.

The 2008 investment return results were substantially less favorable than 2007 for most plans.
More than 50% of the responding plans recognized a 2008 asset return of -20% or worse, with a
median reported loss of -22.1%. Since an average plan anticipates annual returns of 7.5%, when
a plan’s assets lose 25% the plan actually has 32.5% less assets at year end than expected. To
put these figures in perspective, a typical plan that is 100% funded will be approximately 70%
funded after experiencing a -25% return year.

Chart 12 compares the actual rates of returns for 2007 and 2008 for the plans that provided
both figures.
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Actual Rates of Return for 2007 and 2008
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Funded Ratios

The funded position of a pension plan is most commonly expressed as the ratio of the val-
ue of the assets held by the plan, to the value of the liabilities of the plan. The guidelines
established by PPA typically classify plans below 80% funded as endangered, and plans
below 65% funded as critical (with exceptions for plans facing near- or intermediate-term
funding deficiencies).

PPA specifies that for the purpose of this classification, the smoothed actuarial value of assets
should be used to determine the funded percentage. The actuarial value of assets typically rec-
ognizes investment gains and losses gradually over a period of up to five years. This method of
gain and loss recognition is essential for plans that are funded through long-term contractual
agreements that cannot be easily adjusted. Following a period of strong investment returns,
the actuarial value of assets will tend to be below the true market value of the assets, since the




gains will be subject to delayed recognition. Following substantial asset losses, the actuarial
value of assets will tend to be higher than the true market value, due to the delayed recognition
of the losses.

Chart 13 illustrates that at the beginning of 2008, the average plan responding to the survey was
approximately 90% funded on a PPA basis, while by the beginning of 2009 this figure declined
to approximately 77%.

Chart 13 shows
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Chart 13 shows the decline in the average PPA funded percentage from 2008 to 2009. Since this
calculation is based on the smoothed actuarial value of assets, the full extent of the 2008 market
crash is not reflected in these figures.

To illustrate the full impact that the 2008 financial crisis had on multiemployer pension plans,
Chart 14 graphs the ratio of the market value of assets to the actuarial liability. On this basis,
the average 2009 funded percentage is approximately 65%, compared to 89% in 2008, which
demonstrates the extraordinary effect that the broad investment market contraction had on
multiemployer pension plans.
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Chart 15 shows

the 2009 funded
percentages using

the actuarial value

of assets and the
market value of
assets. The difference
between the two lines
represents the delayed
recognition of the
2008 asset losses in
the actuarial value of
assets.

Chart 15
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The funded position of multiemployer pension plans is very closely linked to the performance of
the financial markets. Historically, as the equity and bond markets have produced strong returns,
the funded percentages of the plans have improved, while weak returns have reduced the funded
percentages. To demonstrate this trend, Chart 16 compares the historical values of two figures:

B The excess or shortfall of a 60% / 40% blend of the S&P 500 Index return and the
Barclays Capital Aggregate Bond Index® return over 7.5%. This figure represents the
degree to which an average multiemployer pension plan exceeded or fell short of its
assumed rate of return on a market value basis in a given year.

B The increase or decrease in the average funded percentages of multiemployer plans
during the year. These figures were derived from a Segal Company database of approxi-
mately 175 plans. For this calculation, the funded percentage is the market value of
assets divided by the present value of accrued benefits?®.

Chart 16 shows how
closely the funded
percentages of multi-
employer plans track
the performance of the
financial markets. In
1999 most plans were
overfunded, which
made it necessary

for them to improve
benefits to protect the
deductibility of the
employer contributions.
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Zone Status

PPA created the concept of zones to classify the funding strength of multiemployer pension
plans. The traffic light analogy of these “Zones” has developed as shorthand for the technical
categories referenced in the Pension Protection Act.

B Green Zone - Plans that are considered healthy
M Yellow Zone - Plans that are considered endangered
B Red Zone - Plans that are considered critical

Charts 17 and 18 illustrate the effect that the financial crisis has had on the plans that respond-
ed to the survey. The portion of plans that PPA considers healthy declined from over 75% when
the initial certification was done when the PPA became effective in 2008, to 20% in 2009. Since
the PPA funded percentage relies on the smoothed actuarial value of assets, Chart 18 actually
understates the impact due to the fact that the market losses have not yet been fully recognized
in the PPA zone determinations.

As demonstrated by
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Pension Benefit Guarantees
and the PBGC

The PBGC insures pension benefits against the insolvency of the plan sponsor, subject to a statutory
maximum guaranteed benefit amount. For multiemployer plans, this guarantee level is determined
according to a formula that pays 100% of the first $11 of a participant’s accrual rate, and 75% of the
next $33 dollars times that participant’s years of service. The maximum annual guaranteed benefit
of $12,870 is payable to a participant who retired with 30 years of service. In order to reach the
maximum guaranteed PBGC benefit, a participant with 30 years of service would need to have earned
a benefit of only $1,320 per month. Participants who retired with less than 30 years of credited
service receive a proportionate reduction in that monthly guarantee. For benefits payable above
that amount, the participant is fully at risk with no portion of that amount currently protected. This
compares to the PBGC's single-employer program where the maximum guaranteed benefit is $4,500
per month (approximately $54,000 annually and is indexed to wage growth).

Charts 19 and 20 show the average pension payment and the average newly awarded pension payment
for the plans that responded to the survey. The median pension payment is $872 per month, while
the median newly awarded pension payment is $1,376 per month. While these amounts are clearly
not exorbitant, Chart 20 shows that over half of the participants retiring from multiemployer pension
plans in 2008 have earned benefits that exceed the PBGC maximum guaranteed benefit threshold for
a 30-year participant. Therefore, in the event of a plan failure these participants would face benefit
reductions that are significantly greater than those who retired in the past.
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Contribution Rates

In the majority of multiemployer pension plans, contributions to the plan are a function of the
number of hours their participants work multiplied by a negotiated rate per hour of work. Even
before the effective date, and in many cases in anticipation of the PPA and its new funding require-
ments, employers and employee groups who sponsor multiemployer plans had taken decisive action
to responsibly address the previous economic contraction from 2000 to 2002 by agreeing to both
reduce benefit accruals and aggressively increase the negotiated contribution rates.

As shown in Chart 21, there was a significant increase in contribution rates between 2007 and
2009. Among plans reporting this information, the average contribution rates for 2007, 2008,
and 2009 were $3.88 per hour, $4.18 per hour, and $4.80 per hour respectively. This dramatic
increase in contribution rates demonstrates the commitment that the sponsors of these plans
have to the goal of adequately funding their benefit promises.

Chart 21 illustrates
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Among the plans that responded to the survey, the percentage of total compensation that pen-
sion contributions represents varies greatly. For some plans the pension contribution is a minor
component of compensation, while for others the contributions to the pension plan represents
over 30% of the total compensation package. The average plan in the survey reported a total
compensation package of approximately $40 per hour, with the $4.80 average pension contribu-
tion rate in 2009 representing roughly 12% of this amount.




Highlights

The survey data that the NCCMP has collected and presented in this report summarizes the recent
experience of multiemployer plans and the average position of these plans as of 2009. The data
supports the following conclusions:

B At the beginning of 2008, the average plan responding to the survey had assets that
covered 90% of the Liabilities. Under the Pension Protection Act of 2006, over 75% of
plans were exempt from the requirements of Endangered or Critical status. Only one
year later, dramatic declines in plan assets resulted in only 20% of plans falling outside
of Endangered or Critical status.

B The asset allocations and assumed rates of return for multiemployer pension plans are
both reasonable and conservative when compared to pension plans in other sectors.
The recent declines in their funded positions are not due to reckless financial manage-
ment or irresponsible benefit levels as some have charged, but rather they are the direct
result of the global financial crisis that occurred in 2008 which devastated all sectors
of our country’s financial infrastructure, including defined benefit pension system.

B The average contribution rate for plans responding to the survey increased from $3.88
per hour to $4.80 per hour between 2007 and 2009. These increases represent a con-
tinuing response to the financial market declines of 2000 - 2002, and the beginning of
the response to the 2008 market crash. The increases provide evidence of the serious
commitment that the unions and employers have to ensuring their pension promises are
adequately funded.

B The benefits offered by multiemployer pension plans are not excessively generous. The
median monthly benefit paid by plans responding to the survey was approximately $872
per month, with a median of $1,376 paid to newly retired participants.

B The maximum monthly benefit amount guaranteed by the PBGC for a multiemployer plan
participant with 30 years of service is $1,072 per month. Despite the modest benefits
that these plans pay their participants, the majority of participants retiring today would
experience a painful reduction in their benefits in the event the PBGC becomes respon-
sible for financing their benefit payments.







Conclusions

The multiemployer system of providing workers with secure, reliable defined benefit pensions has
successfully enabled millions of American workers over several generations to retire with dignity
and remain a part of the middle class they labored so hard to build over their entire working
careers. While the double-barreled blow to the economy generally (and the investment markets
specifically), presents challenges unprecedented in the history of this system, it is far from the
time to begin writing its epitaph.

Current funding rules, which were crafted more in response to a desire to reduce the PBGC's risk
exposure than out of concern over worker retirement security, have pushed the pendulum far to
the right. While the near-term full funding of benefit obligations is an admirable objective to
which we all aspire, rigidly applying these strict standards to employers struggling to survive an
economic cataclysm will only be counterproductive. This approach will result in plans that are
less well funded as contributing employers are forced out of business.

This study has demonstrated that multiemployer defined benefit plans are subject to the same
market volatility as any other part of the nation’s financial infrastructure. Rather than accept a
deterministic view that would condemn these and other defined benefit plans to obsolescence,
we should view the present situation as instructional, and formulate public policy accordingly.
We must realize that market volatility is part of the equation and that, in addition to structuring
investment portfolios to weather normal, short-term volatility, multiemployer defined benefit
pension plans are going concerns for which investment horizons and the recognition of extraor-
dinary gains and losses must be appropriately structured. The regulatory framework must not
just enable the plans to endure, but must also respect the delicate balance between adequate
pension funding and the economic viability of the contributing employers.

The evolution of pension funding rules has been slow; at times, too slow to address problems
that are evident to nearly anyone familiar with the system. A case in point is the deleterious
effect of applying the maximum deductible rules to multiemployer plans and the reticence of
Congress to address the problem. Unfortunately, not every situation carries with it the luxury
of years of consideration before action becomes necessary. The need to address immediate
funding relief and, for some industries, more direct intervention, is no less critical for the
sponsors of defined benefit plans (whether multiemployer or single-employer) than it was for
the investment community, banks, insurers, or other significant components of our nation’s
financial infrastructure.

As we turn our attention to working with lawmakers and other policy makers as they take cor-
rective action to address the current weaknesses of the statutory and regulatory framework
within which these plans operate, we must continually evaluate and capitalize on opportunities
to strengthen the existing system. We must also facilitate the evolution of retirement plans to
ensure that plan participants can continue to enjoy the security of lifetime benefits, while en-
hancing the competitiveness of those employers who recognize the value of such plans to their
employees and to the society in which they live.
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The Multiemployer Pension Plans Coalition, which is coordinated by the NCCMP, came together in response to the first
“once in a lifetime” bear market early in this decade, to harness the efforts of all multiemployer plan stakeholders
toward the common goal of achieving benefit security for the active and retired American workers who rely on multi-
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had never been “stress-tested” under the kind of negative investment markets which prevailed from 2000 through
2002. Much of that proposal was incorporated into the multiemployer provisions of the Pension Protection Act of
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By extension, plans that are neither Yellow or Red Zone plans are referred to as “Green Zone” plans.

oo
&

Prior to 2009 this index was named the Lehman Aggregate Bond Index.
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For years prior to 2005 the Segal database contained the present value of vested benefits, which we used to estimate
the present value of the accrued benefits for those years.
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