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Moderator Michael D. Mills: I would like all of you to make sure that you are at the session you want to be at because there
is another session that Michael Milnes is running, who is no relation, and he spells his name with an “n” in the middle. This
is Panel Discussion 13 and the subject matter is multi-employer pension plans. Just for the record, this session is being
translated and taped. Furthermore, for those of you who care about such things, this session qualifies for professional
development points.

On the podium, I have two volunteers who have agreed to make presentations on the topic today, and a further volunteer sitting
down here, April Allen, who has taken on the hardest task of all. She is the recorder, and so when we get to the stage where
we have some panel discussion – and I hope there will be lots of that – please remember our protocol. Announce your name,
and speak slowly and clearly. Do not emulate me, but, for the benefit of the translators, try and speak at a reasonable pace.
Also, somewhere at the back of the room on the table are session evaluation forms. Please fill them in after or during the session.
There should be a box for them somewhere at the back. If there is no box, stick them on the table at the back. Also at the
back, for the benefit of those who have not read the task force report, there are some copies of it in both French and English
if you want to grab one on the way out.

The way we have structured this session is that Tom Levy is going to speak first. He is going to quickly run through the main
features of the task force report. He will explain why we did it, some of the things we talked about, some of the things we rejected,
and how we finally arrived at it. And like every discussion draft of a task force of the CIA, this is a work in progress. Part of
the purpose of this meeting is to get your feedback and so we have deliberately designed the session to allow time for discussion
of the presentations after the two speakers have finished. After Tom has finished his portion, Sheri Miller is going to run through
hers. She will give us some of her insights on what she thought of the report and some of the issues that she faces as a regulator
of multi-employer plans.

So, by way of formal introduction, the first speaker is Tom Levy. Tom Levy works out of the Segal office in Washington. You
might think, “What is a guy from Washington doing here?” Tom is one of those guys who is an FCIA and works south of the
border, but spends most of his time up here in Canada working on multi-employer plans. So, I am going to turn things over
to Tom straight away.

1Sherallyn Miller, not enrolled in the Institute, is the Superintendent of Pensions for the Province of British Columbia.
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Mr. Thomas D. Levy: Thank you. Merci. The fact that you are here means that you presumably have
some idea of what a multi-employer plan is and that it is a different kind of vehicle for retirement. It
is not the same as a single-employer plan, and yet it has, obviously, many things in common. The big
differences are that there are many employers, usually one union, maybe several locals, and they
negotiate contributions – a certain number of cents per hour is the most common. That is the beginning
and the end of the bargaining process with regard to pension benefits. Then, there is a completely
separate body, not necessarily unrelated, normally referred to as the “trustees of the plan.” They have
no control over what the bargaining parties negotiate, but they take the contributions that have been
negotiated and they establish a defined benefit plan. The trustees are typically either half-union, half-
management, or they may be tilted in some way towards labour or may even be totally labour. They
have the problem of taking these defined contributions that have been negotiated at the bargaining table
and turning them into defined benefits.

How do they do this? They have to look at the expected contributions and they have to have actuarial advice. The actuaries
have to try to provide that advice in a way that is consistent with the notion that you do not have, as in a single-employer
plan, somebody who will pay more if more is required and who will pay less if less is required. The bargaining parties believe
that their obligation starts and ends with the cents-per-hour contribution that they have negotiated. Now, there are some
potential exceptions. The most obvious one is Québec, where the Régie, as I understand it, generally believes that, in a multi-
employer plan, the employer’s obligation is to provide the benefits even if that requires contributions in the event of plan wind-
up or partial wind-up beyond what the bargaining agreement provides. But that is the exception.

This is often the only way that the people who are covered by these plans can get a defined benefit pension at all. Most commonly,
they are found in, for example, construction or transportation or entertainment – industries where people move around from
employer to employer all the time. So, it is wonderful for them to know that, if one building project is done and they are going
on to another building project, they still have the same pension, and, typically, the same health benefits as well. It becomes
a way for people who work for many employers over a career to build a career defined benefit pension. We think that is pretty
useful, pretty valuable.

The plans survive the insolvency of individual employers or simply the bargaining out of the plan by individual employers.
If you have 100 employers in a plan, as you might easily have in a multi-employer plan, one or two leaving the area or going
out of business, or whatever they do, is just a blip in the operation of the plan. Obviously, in a single-employer plan, if the
one employer withdraws or goes out of business, there is no plan; there is no employer. So, there is, we think, a much reduced
risk of insolvency – but certainly not a zero risk – in a multi-employer plan.

Different actuarial techniques, and, as the reports suggests, perhaps different actuarial funding requirements, both in terms of
actuarial standards and regulatory standards, are needed. A critical element is, therefore, if the costs go up, the contributions
cannot, and, therefore, to bring it back into balance, the only option is to lower the benefits. Now, I have made an absolute
statement that is not quite absolute. Bargaining agreements come up for renewal and you can go to the bargaining parties and
say that you have to increase the contributions by 30% to keep the benefits that you have. That takes time and does not always
work because you do not control the bargaining process. You do not have an employer, with the possible exception of in Québec,
who has deep pockets to pay for the benefits if the plan cannot. On wind-up, you may very well have benefit reductions.

Most of the participants, however, do not understand that. The participants expect that there will be no reductions. That the
promise today can legally be reduced or taken away is interesting from the participants’ point of view, but, as far as they are
concerned, that is a non-start. So, it is the duty of the trustees, the regulators, and the actuaries to make sure, as best we can,
that the expectation can be met, and that it can be met even in industries like construction where employment can vary
drastically over time. It is not nice and clean where everybody works a 40-hour week for 47 or 48 weeks every year, year in
and year out. In construction, employment is all over the map.
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Now, the fundamental issue in terms of where we find ourselves now – particularly in the time of low
interest rates, and, therefore, high solvency liabilities – is that solvency funding is front-loaded. You
have to put more in at the beginning, in the early years and the coming years, than is necessary on
a long-term basis to support the plan, assuming that the plan and the industry continue to be healthy.
What happens is that, if you were to set the benefits so that you could deal with a solvency deficiency
– assuming that you have one – instead of to provide a level benefit for a plan with level income, you
have to provide a very erratic benefit pattern. (For the moment, let us assume level employment.)

Peter Hirst, a former President of the CIA, made a presentation where he looked at an interesting hypothetical question. He
said, “Let us assume that you have a healthy plan. On a going-concern basis, it can support a $2000 pension.” He worked up
a hypothetical situation that basically showed that with solvency funding in the first three years, you could afford a $1200
pension. That is $800 less than the retired people out there have available to live on compared to what the plan could afford.
Then, he goes on and shows the pension going up from $1400 to $1700 to $2000, and then, since the benefits have been lowered,
it can go through the $2000 level benefit and up to $2500. And then, guess what happens? The solvency deficiency arises again
and the benefit goes back down. That is not a very useful pension for the people whom you are trying to take care of in retirement.
That is what the plan is all about – paying the best possible benefits that can reasonably be afforded and supported without
a significant risk of cutback for the workers. So, that is the fundamental problem. How do you deal with level contributions
beyond the control of the people setting the benefits in the context of solvency funding? Our conclusion is that, fundamentally,
you do not.

One of the things the actuary has to do in a multi-employer plan that does not have to be done in most single-employer plans
is project the income. We are used to looking only at the benefit obligations – the liability side. What money is needed? What
is the present value of the benefits? The employer then pays whatever the actuarial calculation shows is required. A multi-
employer plan is a different world. You have to project the contributions as well. As I indicated before, contributions can vary.
So, that is one actuarial problem. You have to look at the income side not just the outgo side.

A second problem is that because employment fluctuates, you can have significant changes in the demographic characteristics
of the group. The most important issue is that, when employment goes down, it can be accompanied by increasing age. We
know that almost universally in the single-employer plans in Canada, the funding method is unit credit. We also know that
unit credit costs go up with increasing age. In a multi-employer plan, you do not have the ability to raise the contributions
to deal with that increasing age. So, one of the issues an actuary needs to address is, what is the risk of increasing age and
does that require different actuarial funding techniques than you would use in a single-employer plan where the employer pays
the cost?

In coming up with the task force’s recommendations, a couple of principles were really the guiding ones. The first one is the
actuary’s responsibility to the participants, to the trustees, and to the regulators in dealing with the actual plan. We have received
a number of comments that talk about intergenerational equity. There have been various discussions of other kinds of things:
“Well, gee, since the benefits are not cast in stone, maybe we should not worry so much if they go up or down from year to
year.” There was no unanimous consensus. The consensus of the task force was that this was not a good idea. We thought that
we ought to deal with the plan, with the benefits as they are, with the presumption that those benefits not only do not go down,
but also if the bargaining parties negotiate increased contributions, the participants get something for those extra contributions.
They get increased benefits. That is the model with which we ought to be working.

We want to create an environment where benefit reductions, even if legal, are unlikely. We want to provide proper funding for
those benefits and that means there needs to be suitable margins. And suitable margins have to reflect not just the typical risks,
which are very real in these funds – such as subsidized early retirement and a lot of people taking it, or a significant increase
in the number of disabilities – and other changes in assumptions, but we also have to deal in our margins with the risk that
the contribution income will not be what we anticipate. That has to be something that we explain clearly to the trustees.
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In a sense, part of the reason that these problems are potentially greater for multi-employer plans is
because, in practice, they can operate quite a lot like a final average salary plan. In a final average
salary plan, the benefit is, say, 50% of the final, highest, three-year pay, or something like that. You
fund the plan anticipating the future salary increases.

If the nature of the bargaining in a particular industry is that, when they negotiate an increase in
wages, they negotiate an increase in pension contributions and the trustees give an increase in benefits,
you may find that the plan operates in a rough way just like a final average salary plan. The benefit
level from the pension plan, the defined benefit, remains roughly the same percentage of the wage rates,
just because of how the bargaining process works. But you do not anticipate future negotiations. So,
you are funding as though the current benefit level will be the final benefit level, very much unlike
the final salary plan. Solvency issues become more likely to emerge because you are not anticipating
them by funding for future salary increases, or, in this case, for future benefit increases. That is simply
a set of facts which is more likely to lead to a solvency deficiency than one where you are funding a
final salary plan anticipating future salary increases and funding for them.

With that, I would like to just quickly run through our proposal which, at least in the English version, is on the bottom of
pages 6 and 7. A couple of the points really come from a basic statement that we have collectively concluded makes a great
deal of sense. There are not two sets of practice standards, one for single-employers and one for multi-employers. There is one
set of accepted actuarial practice standards and the implications of those standards may be different in some respects for multi-
employer plans. We are not proposing, and have no intention of proposing, that there be two different actuarial standards. That
is, in effect, what number one says – you have to perform the valuation according to accepted practice.

The second one – a good consulting idea under any circumstances but we are suggesting that it be part
of the actuarial report for multi-employer plans – is a statement that, on a going concern basis, the
negotiated contributions will cover the going concern costs up until the later of the next valuation or
the next bargaining agreement. That is sort of the basic rule. Can you pay the cost of the plan using
a 15-year amortization? The important piece here is that this does not include a solvency component.
Our recommendation is that the actuary’s statement speaks to the sufficiency of the contributions in the
absence of a solvency requirement.

Our third proposal is that if this does not work and the contributions are not sufficient, the actuary cannot just stop and say,
“They are not sufficient.” The actuary has to indicate what remedies are available to make them sufficient. It may be saying
to the bargaining parties that contributions have to be raised. It may be saying that, unless something is unusually bad now
and is going to get much better, you need to seriously consider lowering benefits – maybe future accruals or maybe all benefits
for actives or maybe even, in the worst cases, retiree benefits.

Number four is really part of current accepted practice. You must disclose the results using best-estimate assumptions and
disclose the provision for adverse deviations. We have indicated that the discussion of adverse deviations is different for multi-
employer plans than for single-employer plans. The actuary must still report the solvency-funded ratio, obviously. That is
needed to comply with the lump-sum termination cash-outs, in any event. But we believe it is also important for the trustees
and the regulators to know what the risks are and what benefit reductions would be required if the plan were to terminate. Again,
this is no different from single-employer plans. There is no suggestion that there should be a special set of actuarial standards
with regard to this issue.

Number five is that if the plan assets are not sufficient on wind-up, the level of cutback needs to be disclosed. For those of
you who are familiar with the Ontario Pension Benefit Guarantee Fund, you will understand that single-employer plans are
covered by that fund; multi-employer plans are not.
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Finally, our last proposal is that the trustees of multi-employer plans should have a formal funding
policy document indicating their reserve objectives, how they will approach the issue of benefit im-
provements, and how they will handle a situation if, despite all the best work of the trustees, the
regulators, and the actuaries, bad things happen – because they do. They are rare, but they do happen.

With that, we believe that we would be giving the regulators the tools to do their job well. We do not propose that the actuaries
become the regulators. We propose that the actuaries give the regulators the right tools. With this information, they could
require cutbacks if they felt it were necessary. They could set a threshold saying that if the solvency liability gets below a certain
level – perhaps the same for all plans; perhaps different for plans that are healthy with lots of employers
compared to a plan that might have four or five employers in a marginal industry – that until you deal
with your solvency deficiency, you cannot improve benefits. They would have the resources to make
those decisions as regulators. Conceivably, they could recognize that, in a multi-employer plan, plan
termination or partial plan termination does not necessarily mean that everybody will take the benefit
at the highest cost point and alter the rules for paying out termination benefits from those for single-
employer plans.

Again, these are alternatives for the regulators to consider in their regulatory role. We see our role to be that of making sure
that the regulators and the trustees have the information that they need, and making sure that this is all done in the interests
of seeing that the participants receive the benefits that they expect to receive.

Mike?

Moderator Mills: Thank you very much, Tom. Our next speaker is no stranger to many of you in the room. Sheri Miller is
a good friend of those of us who are fortunate enough to practice out here in God’s country. I can see a few of you smiling
in the audience and not understanding why you are here. You should be on the golf course. Sheri is the Superintendent of Pensions
for BC, and possibly even more important for those of you not from BC, Sheri is also the chair of the
Canadian Association of Pension Supervisory Authorities (CAPSA). One of the things that we, in the
Institute, have often spoken about in the past is the need for consistency across the country. Ideally,
we would love uniform legislation, but we do not live in an ideal world. (We live in an ideal place
in BC but not an ideal world.) So, Sheri is going to give us some of her thoughts on the paper that
we have written. Sheri has had a chance to read it, and, unlike some of you in the room, she has
actually read it. I am going to hand the microphone over to Sheri and let her share her thoughts with
you.

Ms. Sherallyn Miller: Thank you very much, Mike. One of the very great pleasures of this job is working with members of
your profession in BC. I just want to recognize the BC members who have given me so much advice
over the years. I am not an actuary, as you will soon probably guess, and so, what I am going to talk
to you about is the experience that we have had in BC with multi-employer pension plans, particularly
as that experience relates to the funding of those plans. I am also going to talk a bit about the paper.

I want to say up front that the views that I express here – I do not know if you could even call them
views yet – and the questions that I raise are my own personal views and questions. As far as our formal
response to this paper goes, you may see something quite different. I rely quite a bit on our Advisory
Council and I also have an Actuarial Advisory Committee with which I will be talking about the paper.
We, at CAPSA, may have a response to the paper. I am not sure if we will or not, but the statements
I will make are sort of “off the top.”
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The topics that I will talk about today are regarding BC plans – what the current issues are, our
funding experience, and then the question, should we re-define solvency rules?

This is what our multi-employer portfolio in BC looks like. We have 940 pension plans. About 330
of those are defined benefit (DB) plans, and, of those, 33 are multi-employer plans. When you look
at those multi-employer pension plans (MEPPs), several of them have different divisions and all of
those divisions are valued separately. So, it is really more meaningful to talk about DB multi-employer
plans including their divisions as 49 separate plans that have to be valued. In total in BC, there are
650,000 pension plan members and, of those, 246,000 are in MEPPs. So, Tom is quite right. They are
very, very important plans and we value them very much. Pension coverage is very important to us,
and MEPPs make up the second largest group of pension plan members, next to public sector pension
plans. In those MEPPs, we have roughly 128,000 active members, 117,000 nonactive members, and total
assets of $5.3 billion. The overall funded ratio – it is not a weighted ratio; it is just a sort of average
– is 96% and the average solvency ratio is 103%. We have 10 plans with a solvency deficiency.

Now, I should say that when I am talking about the BC experience, I am relying on data in our
database – that is, the most recent valuation filed. So, in fact, what you are seeing is an aggregate of
data from 1996, 1997, and 1998 because plans only file every three years. Some of these things may
have changed in at least one third or maybe two thirds of the plans, but that is the data that we have.
Most plans have surpluses, both on a funding and a going concern basis. Since 1993, we have had three
plans that have had to significantly reduce benefits and we have had other plans that have had to
reduce ancillary benefits. I am talking here about basic, normal pension benefits. Sometimes reductions
apply just to actives; in one case, just to retirees; and sometimes to both. Two of those plans reduced
benefits very recently. This was all because of our funding tests. Well, I should not say it was because
of our funding tests. Our bottom line under our funding tests is, “Are the contributions adequate to
fund the normal cost plus any solvency deficiency plus any funding deficiency?” I will talk about that
in a minute.

MEPPs:MEPPs:
Current IssuesCurrent Issues

!! Plan governance Plan governance 

!! Interest ratesInterest rates

!! Decreased contributionsDecreased contributions

!! Investment performanceInvestment performance

!! Early retirement subsidiesEarly retirement subsidies

!! Mature plansMature plans
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Interest rates were not the issue with one plan at all. Interest rates were a factor, but not the only factor,
as I will talk about, in the other two. As for current issues, I put at the top of my list “plan govern-
ance.” The reason I do that is because plan governance, from what we have seen, is really a major issue.
What it comes down to is that the trustees must recognize that the priority as a pension plan trustee
is to fulfill the pension plan promise – not to create jobs, and not to increase benefits, unless they can,
of course. This includes meeting, and being secure in meeting, the basic level of benefits that they now
have. It is not to do all of the things that pension trustees have done in the past in BC, such as not
having, as a number one priority, the funding of the basic pension promise. There are a lot of
recommendations in the paper, which I think are very good in this area.

Interest rate risk, especially for plans that filed in December 1998, and decreased contributions – and I am going to talk about
that – are issues. Investment performance is clearly a risk, especially with falling interest rates. If you have a poor investment
performance – which is not true for many plans, but, as you can see, we are dealing with a very small number of plans that
are struggling with these issues – it is very hard to counteract the impact of low interest rates. Early retirement subsidies cause
a problem, as do decreased contributions for mature plans. These are things that we have clearly seen.

The impact is that, for every 1% decrease in interest rates, there is a 10% increase in solvency liabilities. That is what some
people say, anyway. This may be offset by greater investment returns. But what we have found is that interest rates have affected
actuarial assumptions on a going concern basis as well as solvency funding. In fact, the two are very
closely co-related at the moment.

Just to show you the issue that plans filed in December 1998 had to deal with, if 1995 was the last valuation, the solvency
interest rate used would have been 8.75%. At the next valuation date, December 1998, it was 5.75%. When you look at a plan
that filed in 1996 and had to file again in 1999, the rate has not changed all that much. But the plan that had to file in 1998
certainly had a challenge.

When you look at the going concern rates, we find that, as of 1998, 84% of plans – and it is an even
higher percentage now – were using 7%, or under. So, the two rates are really converging. We think
that this changes the issue because you are not talking about a really high rate here and a really low
rate there driving the funding of the pension plan on the solvency side. I looked at the list and I think
there are about three or four multi-employer plans that, according to their last valuation in 1996 or

MEPP Examples MEPP Examples 
Active vs NonActive vs Non--Active MembersActive Members

ActiveActive NonNon--ActiveActive Average AgeAverage Age

Plan APlan A 347347 788788 45 (was 43)45 (was 43)

Plan BPlan B
19821982 13,27313,273 3,3643,364
19961996 6,9836,983 5,7405,740 44 (was 42)44 (was 42)

Plan CPlan C 5,8445,844 6,5346,534 nana

Plan DPlan D
19831983 7,0497,049 nana
19981998 1,9521,952 5,3145,314 nana
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1997, had a rate higher than 7%. Almost all of them had a rate higher than 7% in the past, and almost
all of them use 7% at the moment.

The impact of an aging membership is, we think, one of the biggest risk factors. When you look at
single-employer pension plans, the ratio of active members to nonactive members is 2.17 to one. But
the same ratio for MEPPs is 1.09 to one on average, and, for many – 21 out of the 49 plans and
divisions – the number of nonactives exceeds the number of active members.

The next slide shows some plan examples of this. These are all plans that have either reduced benefits
or have been struggling with funding. Plan A is a plan that has had to reduce their benefits, not only
in 1998 or as a result of the 1998 valuation, but in 1995 as well. You can see that one of the problems
is that active members are far outnumbered by the nonactives, and the average age has gone up. For
Plan B, I have a little bit of history. In 1982, they had 13,000, or so, active members. In 1996, that
number was down to almost half. The number of nonactives grew and also the average age increased.
For Plan C, you can see that the actives outnumber the nonactives, and for Plan D (again, a history),
they have gone from 7,000 in the early 1980’s down to 1,952 in 1998.

Plan D is the Labourers’ Pension Plan, which had to reduce benefits by 33% – one third – in 1994. The factor there was that
the plan was 100% invested in real estate and the real estate market was not good. And all the real estate
was in BC. They were good properties, as we found out because we had them all appraised, but,
nevertheless, they had a real struggle. This is, obviously, a very, very unique problem. They also had
to deal with decreasing contributions. But they are still going, improving greatly, and we actually think
that they are going to be one of our big success stories. Time will tell, though. They have met the
interest rate hurdle, which is a very big relief, I have to say.

So, the impact of an aging membership – and you all know this better than I do – is rapidly increasing
liabilities for older members, with stable or decreasing contributions. The impact is compounded by the
existence of early retirement subsidies (and literally all of them have those).

When we saw the interest rates going down, we were lobbied by various pension plans – well, by two,
really, and they are on that slide – that solvency should not apply to multi-employer pension plans.
They felt that because this was an interest rate blip, they should not have to meet the solvency test.
They felt that it was a factor outside their control, it was driving their funding, and that they should
have some relief from that. We consulted with our Advisory Committee, with CAPSA, and with our
Actuarial Advisory Committee about various forms of relief, such as increasing the amortization period
or allowing smoothing of the solvency interest rate, and so on. We did not meet with any support for
these ideas. It was felt that those plans did have to meet the test and that everybody else did as well.
Everyone is faced with low interest rates, even if their plan did not come up for valuation in December
1998. Plans still have to reduce their interest rate on a going concern basis. The key risk factors that
we have been able to identify are decreases in contributions, the low ratio of active to nonactive
members, and no margins or surplus.

Why do we have solvency for multi-employer pension plans? Well, we believe that our job and the trustees’ job, as I said, is
to make sure the pension plan promise is fulfilled. This is true not only if a person happens to have the good fortune of staying
with the pension plan until the very end – until the person retires, and after – because the pension plan has to keep paying
that benefit. Our job, as well, is to protect the members from undue loss.

Before we came along in 1993, BC did not have regulation of pension plans. Before that time, BC had
a couple of plans called the Westar Plans. They were 35% funded and their company had become
insolvent. They were not multi-employer pension plans, but there were some similarities in their
approach. One of their approaches was to continue to increase benefits when the pension plan could
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not afford it. Those plans were widely used at the time to justify the solvency rules. That was before
my time. People looked at those plans and said, “We need some rules.”

So, speaking to the security of the pension plan promise, there are certainly people who say that multi-employer pension plans
do not wind up and some people say that almost the opposite is true. They are at less risk because of the fact that they very
rarely wind up, but when you look at some of the numbers that I showed you before, there is certainly risk in some cases. So, you
cannot say that they will never wind up. It is also very rare that single-employer plans wind up with a deficiency, but they do.

Members terminate and people talk about members having to be cognizant that they are in a multi-employer pension plan, that
contributions might not be adequate, and they might not get the benefit that they are promised. I have dealt with these members.
They call us when they get a 10% reduction – as in one plan recently – both for active members and
retired members. The deficiency was disclosed in their annual statement, as it is required to be. But
they ignored that. They feel that they were promised this benefit. There is absolutely no intimation to
pension plan members that if they terminate or if there is a partial or full-plan termination that they
might not get what they expected. I will talk about that in a minute. And, again, we are seeing a very
high correlation between the funding and the solvency deficits at today’s rate.

I will talk a bit about the report. First of all, I was very, very pleased with some of the recommendations in it – in fact, almost
all of them, with one exception. In that case, I am open, but I will share my concerns.

The idea that these pension plans should be required to conduct sensitivity testing is a wonderful idea. What we have seen is
that the plans about which I talked – the ones that had trouble – hit a certain point and all of a sudden,
they were in shock. The trustees were so surprised. “Three years ago we were fine and now look at
us,” they said. “It must be because of your funding tests.” Well, the clues were there. It is not an
accepted idea, yet, that trustees should do sensitivity testing and be prepared for the future, or at least
be aware of the risks. The idea of requiring margins is also a good one. We have seen that the plans
that have had trouble in the past did not want to have margins and did not have adequate provisions.

Another item that I like but which I really leave to you is the possibly of using a method other than unit credit. This is certainly
one of the problems to be addressed. I like the idea that a funding policy be required and the idea, as I said, along the same
lines, of a funding policy that makes funding of benefits the key issue, and then sets out the circum-
stances under which benefits will be increased.

But here is the big question, and I think this is going to be the big question for all regulators. The
report recommends that solvency deficiency be reported by the actuary but that the solvency deficiency
not be funded. That, I think, is the key question. The report recommends disclosure to members if
there is a possible reduction if the pension plan terminates. As I said, in our experience, members have
had that type of disclosure but what they say to me is, “We do not read those things. We do not
understand what that means.” It is very difficult to get that idea across unless you have a defined
contribution (DC) plan.

Next is the part of the report with which my boss has a big problem. The report suggests that regulators could prohibit an
increase in benefits if the solvency ratio falls below a certain level. I should say that the level suggested in the paper is far below
any of our pension plans except for the Labourer’s Pension Plan, and I do not think that plan will be there for long.

I also think that, for all these issues, there are decisions that need to be made by the trustees. We find it very, very difficult,
even in cases where the plans come to us and say, “We do not have adequate contributions,” for whatever reason, and we have
to say that, under the legislation, we have no choice but to consent to a reduction in benefits. Even under those circumstances,
it is difficult enough for regulators. Now, suppose we go to the trustees and say, “Okay, we are going to require you to reduce
benefits for members who terminate or for partial plan terminations.” I think that the members would have a right to say to
us, “Why did you not structure this in such a way that, if I were able to keep a job and I stayed in it, I would get a full pension?
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I am not able to do that now; I will get fewer benefits than I was promised. I worked a long time and
hard for those benefits.” There are a lot of members out there who are in that position.

The last point is, of course, requiring a reduction of benefits if the contributions are inadequate. That is, essentially, what we
do now except that we ask the trustees to propose options. Often, they do not have to do this because they can find other ways
around it. In the cases of the recent reductions with which we have dealt, we saw that the plans were operating on no margins
or a very small margin basis with persistent, unfunded liabilities. I think that is the key point that I want to make – the need
for reductions was not driven by solvency. A low ratio of actives to nonactives and interest rates were factors, but not just
on the solvency side, and solvency was not the key issue. It was an issue in some plans, but not the key issue, not the driver.

What are the arguments against funding the solvency deficiency that we have heard? One is, of course,
that MEPPs will never wind up, and I have talked about that a bit. Let us hope that will be true in
BC. Another is that the solvency test drives funding for plans, and that it ties up assets that could be
used for benefits. The table that Tom talked about shows the level of benefits varying over time. We
just have not seen that. We have seen plans having to reduce benefits. In those cases, the plans had
a going concern problem as much as a solvency problem. They did not have enough money to fund
future benefits, let alone solvency.

Another argument is that MEPPs should be treated like DC plans. That is another argument that was in Peter Hirst’s paper
presented at the International Foundation. With no real promise to pay certain benefits, they should be called “defined
contribution” plans. They should not be called “defined benefit” plans. When members are in a defined benefit plan, they are
shown that they have a certain benefit there. Members just do not understand that it might not be there tomorrow. It is a very
difficult problem for the trustees and for the regulators.

So, in our experience, solvency does not drive the funding. It is a factor, but in the plans that have had problems, it was not
the key factor. Also, some people say, “Well, it is not so much the ones that are in difficulty; it is the good plans. It is the
plans that have a big surplus over here but have a solvency deficiency and cannot increase benefits because they have to beat
that solvency test.” In our experience, very few plans are in that position. We have only three of 49 plans or divisions that
are fully funded and have solvency deficiencies, and, in those plans, the solvency ratio is only 96% to 98%. A very small level
of amortization is required in those plans. We do not see that happening in BC.

If we look at factors mitigating the solvency test, I think that BC has more of these factors than others
do and so it may be less of a problem. First of all, the solvency deficiency is amortized over five years
and so the solvency test is not on a true wind-up basis. It does mean that somebody who terminates
right now in a plan in BC that has a solvency deficiency will take a hit. They will receive fewer
benefits, but they are promised the balance of that benefit over five years. They do not just live with
it. In BC, there is a solvency asset adjustment so that, often, if you have unfunded liabilities to
amortize, the present value of that amortization for five years can be applied to your solvency assets,
and those payments eliminate the solvency deficiency. So, the plans are paying off an unfunded
liability and are actually not making solvency payments at all. That is not true everywhere, but it is
true in some places.

In BC, it is also possible – not preferable, but possible – to reduce early retirement benefits on plan
termination, and some of our plans have done that. It requires our consent and it requires that you
establish that circumstances warrant this reduction, but some plans have done that. We certainly
recognize the difficulties that early retirement subsidies present in funding for solvency. Of course, BC
has no grow-in provisions, and so this solution is not as much of a problem either.

So, should we change the funding rules? In conclusion, as I said, we think there are some really excellent recommendations
there, but, in our experience, we have found that the plans having trouble meeting the tests also have a serious problem on
the funding side. Should the solvency deficiencies be funded? Well, I think you probably have guessed that I would tend to



1 1Negotiated Cost Multi-Employer DB Plans – Current Issues (PD #13)

Proceedings of the Canadian Institute of Actuaries, Vol. XXXI, No. 2, June 2000

say yes. This solution has been working since 1993. A lot of plans said that they were going to go out
of business if we imposed solvency on them. What we have found, instead, is that these plans are much
better funded today and that they are able to meet the test. Even with a 5.75% transfer value rate, most
of them meet the test.

I just want to say a quick word about CAPSA and our efforts because one of the initiatives that we have right now is the
development of a model law. It will be called a “CAPSA Model Law,” and we will be proposing it as a national model with a
view towards jurisdictions eventually passing an identical or similar law. This issue will be discussed as part of that model law
process. We hope to have most of the principles that will be captured by that law defined by September. This issue will probably
not be on the agenda until the following year, but your paper certainly brings it to the fore, and certainly other issues as well.
It is a very, very important issue for us and I think it is one of those types of issues that are very important to harmonize,
as opposed to other issues that may not cause as many difficulties. This is tough to do when you have grow-in provisions in
some provinces, and Québec’s approach to solvency. The approaches vary quite a bit, but it is one of
our goals and we think it is very important. I think your paper will be an impetus and we are looking
forward to that debate.

Moderator Mills: Thanks very much, Sheri. Now, it is your turn. We have 18 minutes of time left by my watch. Could I just
get an indication of how many people think they would like to make a comment based on what they have either read or heard
today?

Given that there is only one so far, we will, in fact, reply to that comment. The next step from here – just so that you know
where we are going – is that the task force has not yet been disbanded. The draft that you see before you today is a draft. We
intend to take the things that you say today and the comments on the paper made by the 16 or 17 people who have written
to me into consideration. The task force will be meeting one more time, at least, to finalize the final draft. From there, we do
not know exactly what will happen because it depends on what the draft says. If the draft does, in fact, indicate that some change
in the standards is necessary, we will refer it to the Committee on Standards. If it seems likely that some
kind of educational note would be helpful for the benefit of members, then an educational note will
be prepared, and so on. Clearly, we will be discussing our recommendations with CAPSA and with the
regulators, and will try to come to some conclusion with them that is helpful for all of us.

You heard Tom say that trustees do not want to stand in front of their members and tell them that benefits have had to be
reduced. Sheri has said that she does not want to see benefits being reduced. I would suggest that you do not want to see benefits
being reduced, either. Sheri referred to the Westar case. One of my colleagues in the office had the interesting experience of
having to stand in front of a room much larger than this with many more people in it than this. All of you are spring chickens
compared to them because they were all pensioners of the Westar Plan. She had to stand there and say, “I hope you enjoyed
your last pension cheque because that is what you got.” We do not want to have to do that ever again.

So, I am going to turn this over to questions and comments from the floor.

Mr. James G. Paterson: Congratulations to the Institute for creating the task force, to the task force for generating these very
useful ideas, and to Sheri for the depth of analysis that you have gone through, too. It has been very useful. I have a few
comments.

The first one links your proposals two, five, and six. The suggestion is to fund on the going concern
basis and not on the solvency, but to do the solvency or wind-up valuation and report that information
to the members more clearly. I think that is the correct solution at which the legislators should have
arrived 15 years ago but did not. And I think that, not only for the sort of pension and actuarial reasons
that you have raised. I think that good legislative management, public policy, and public philosophy
should have led them to that conclusion. I think it is inappropriate as a matter of public policy for
a very remote contingency to drive the central policy, which is what I think is happening with the
solvency test. There are not that many wind-ups of pension plans, and when you get to multi-employer
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plans, there are even fewer. Yet, the central driver for funding, or an important driver, has become the
solvency valuation. This has happened in an area that is so complex already and which nobody
understands. All of a sudden, 15 years ago, we were faced with having to report two divergent
valuation results with each valuation, which is pretty strange stuff, too. You would think that you
would need pretty extreme reasons to go that far. I think they went too far. I think that the public
would have been very well protected with the kinds of recommendations that you have made – with
funding on the going concern basis, including provisions for adverse deviation, a funding policy, and
so forth – and really clear measurement and disclosure of where you are with the plan wind-up
position. That is one point.

The next one is on number four. The report must disclose valuation results using best-estimate assumptions and the provision
for adverse deviations (PfAD). By that, do you mean report each so that the two are separately iden-
tified? You will identify the portion of the assumptions that represents the best estimate, and then, on
a separate line, you will clearly identify the provision for adverse deviations – is that what the task
force meant?

Moderator Mills: I think so, yes. That is basically what our consensus was, although we did have a
debate about whether we had to report line by line, or whether the overall margin was sufficient.

Mr. Paterson: I would love to see it made even clearer because I think it is an outstanding idea and one whose time has come.
Among other things, I happen to think that the provision for adverse deviation is primarily the trustees’ responsibility and
ought to be the centrepiece of their funding policy that they adopt by resolution with a lot of advice from the actuary. Perhaps
the sensitivity test and risk analysis, and so forth, could help them fine-tune it. I do not see how they can make informed
decisions on that without the separate identification of both the PfAD and the margin for adverse
deviation (MfAD). Both the provision against deviations which is: “I reduced the valuation interest rate
by one half of 1% or 1% (or some such thing), and that was my margin of conservatism, and the margin
itself is x, and that produced a margin of $500,000 on the balance sheet.” I think that kind of
disclosure is needed so that the trustees really start to understand what this provision against adverse
deviation is and they start to understand that it is their responsibility. They should take ownership of
this and understand that it is part of their fiduciary duty to the members to make sure that there is
an adequate one. So, that is an excellent recommendation. I hope you can articulate it even more clearly
and even strengthen it.

As for the funding policy, I think a good funding policy could use more things than are stated here. I think that it should include
the target provision against adverse deviations, the amortization policy, the asset smoothing policy, and the relationship of
benefits to the PfAD. It should include the scheme of what happens if there are adverse deviations so
that your PfAD is reduced and then you get some more money. What comes first – reinstatement of the
PfAD to its target level, or improved benefits, or some mix? That is, to my mind, pretty central to
funding policy – a full mechanism that will work in the real world when things happen to the plan.
There may be an issue of having a statement in the policy that there will be no benefit improvements
if it reduces the funded ratio below some level. That is certainly a useful one to consider. At any rate,
I think that there are a few things that would be useful to be identified.

My final comment is that I think it would be useful for the task force to articulate a clearer implementation strategy and plan
because this is pretty complex stuff. Some of it could get into our standards. Some of it requires lengthy discussion and the
selling of ideas, really articulating well to regulators, and then engaging in a really meaningful dialogue. I think we have to
prepare and plan, and execute that with real skill. Some of it does not get into either of those areas.
I think, for example, that the funding policy is probably a matter of educational material so that, when
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actuaries are providing advice, they provide much sharper and really helpful advice. So, there are
different areas that this has to go through. It would be useful, I think, for the task force to articulate
the forward planning and the kinds of actions that have to go on.

Moderator Mills: Thanks, Jim. Do either of the panelists want to react to that comment?

Mr. Levy: I would like to comment on Jim’s observations with regard to proposals four and seven. We did have an extended
discussion regarding when the trustees’ policy had a margin in it. Suppose they have, if you will, a provision for adverse
deviation, such as, “We will not improve benefits unless the projected contribution income is at least
10% higher than the going concern cost.” We discussed whether that would be the basis for using a
different actuarial package of assumptions. Then, all else being equal, the policy was, “We will spend
everything that we can on a going concern basis.” The collective conclusion was the actuary’s judg-
ments should not be affected by the policy. The actuary’s judgments and provisions should be the same
in both of those cases. So, I am not sure whether that is something with which you would all agree
or not. I certainly have clients who believe that we have so much tucked away in terms of actuarial
provisions for adverse deviation that they do not have to add any of their own. And guess what? In
those plans, we make sure that we do. Then, we have others who believe that they need belts, suspend-
ers, paper clips, safety pins, and all, and react quite the opposite. So, that is an issue on which we did
have some discussion, and the consensus was that the actuary’s technical report should not differ
because of that.

Moderator Mills: Sheri, are you dying to make a comment?

Ms. Miller: No, I am okay.

Moderator Mills: Are there any more comments from the floor? Just by way of the process, we, the task
force, are certainly listening to the things that are said today. There are three of us in the room. We
are not going to get into a debate necessarily today on those issues, but we are certainly going to debate
them amongst ourselves. To those of you who have taken the trouble to write to us, we are certainly
going to reply to you. We have, I think, already written an acknowledgement, but we have not yet
discussed your submissions.

Does anybody else want to make a comment? Otherwise, I am going to turn this over to Tom who would like to make a few
comments about non-BC issues to put them into perspective.

Mr. Levy: Okay, I really have two comments. First of all, I understand Sheri’s perspective on the BC
plans, but I met with the board of trustees of a very large national pension plan yesterday. This plan,
on a going concern basis, uses an actuarial value of assets that is well below market, and the plan has
very significant margins but its solvency ratio is 76%. Even after offsetting other amortization pieces,
it really has a very negative relationship of contributions to the funding requirements including sol-
vency funding. It is not a plan that is registered in BC. I do not sense any desire on the part of the
trustees to raise benefits. However, I think they would be quite upset if they had to lower benefits
(because it would be a substantial reduction) merely to meet what they see as (I think, correctly) a
temporary result of low interest rates in a plan that has so many employers and employees that any
likelihood of wind-up is very remote. I think there are differences. Certainly, as we talked in the task
force, we had some people who have said, “Oh, all of my plans are fully funded for solvency,” and
others who said, “Very few of mine are,” and I think both exist.

A separate issue unrelated to the task force report, but one that the Institute has needed to address, is the proposed Québec
Bill 102. It substantially expands indexing, in particular, and has full immediate vesting. I do not
remember all the other provisions. For the plan I was meeting with yesterday, that was very much an
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issue because there are a significant number of Québec participants along with those in all the other
provinces. Fundamentally, what those trustees concluded was they would have to have a Québec
surcharge because, unlike single-employer plans in Québec, they cannot re-open the bargaining agree-
ments and require the parties to put in more. So, there are economic realities that are very different,
and this, the Québec example, is a simple one. It is the most prominent at the moment. Since multi-
employer plans cannot raise contributions to meet mandatory legislated required additional benefits if
they are multi-province, they really have to give lower benefits on the regular retirements to people in
Québec than to people in other provinces that have the same contribution rate.

Mr. Mark W. Campbell: I have two comments. The first one has to do with the history of pension plan funding in Canada.
I suspect that if somebody were to arrive here without the knowledge of where we have been, they would find it strange that
we would promise someone a future benefit and ask them to make their entire financial plans revolve around that promise, and
then not actually fund it for 15 years. For quite an extended period of time, they are at significant risk for non-delivery of the
promised benefit. I realize this approach in Canada provides a tremendous amount of flexibility to sponsors and bargaining
agents, and so on, but I suspect that it really grows out of the fact that we used to have unfunded plans. When we began to
demand funding, we did so in a fairly relaxed manner. Also, it grows out of the fact that the taxing authorities in Canada will
not permit the building-up of assets beyond the promise that has already been made.

It would seem to me much more sensible, for something as important as a person’s retirement finances, that the promise be
well-funded when the promise is made. I do not have a solution for that, but I just wonder if the task force had thought about
making more aggressive recommendations so that we could, in fact, change the paradigm of very delayed funding in Canada.

The second comment I wish to make has to do with point five in the report. It is a very specific comment around the duty
of the actuary to report the plan termination funded ratio. I think this is a good thing, but then point six asks the actuary to
opine on the reduced level of benefits. It seems to me that the ratio itself implies what the reduced level of benefits must be.
This is so, unless there is actually to be some picking and choosing among the plan participants so that
if there is, say, 80 cents on the dollar available, some people get 85 cents and some get 75 cents. If,
in fact, what we are asking actuaries to do is to exercise the wisdom of Solomon as to how insufficient
assets should be divided up, I think we are asking too much. The resolution of this issue depends on
legal considerations at least, and perhaps others. I note that, in point three above, we say that the
actuary could recommend different solutions to a going concern deficiency depending on the reason
for the deficiency and the plan design. This sort of implies that, perhaps if the deficiency arises from,
say, an experience loss, it may be shared equally amongst all members; whereas, if the deficiency arises
from, say, a recently granted plan improvement, there would be some rollback in respect of the people
for whom the plan improvement was granted. Anyway, I guess what I am saying is that I like the
recommendations up to about point five, but I think point six is not realistic.

Moderator Mills: Thank you, Bob. We have now run out of time for this session. If there is somebody
who really wanted to say something but was either too nervous to come up to the microphone or time
ran out, do not forget that e-mail still works. Although we had a deadline for submissions that is now
past, the task force will still accept any submissions that you want to make – certainly, up until the
end of this month. Now that we are moving into summer and I am not sure how active the task force
is going to be, submissions even a little later than that will be accepted. We also want to allow some
of the regulators a chance to respond who have not had the chance to respond in the manner that Sheri
has today.

Thank you for attending. Thank you, Sheri and Tom, for helping to make this work. Do not forget
to fill in your session evaluation forms, please, and leave them in the box at the back of the room as
you leave. Thank you very much.


