Quarterly Recap for Multiemployer Retirement Plan Sponsors

Key statistics

The graph below illustrates the wide range in the projected
estimates of the solvency of the PBGC'’s Multiemployer
Program. The median projected year of insolvency is during
the 2055 fiscal year, a significant improvement from last
year's projection of insolvency during the 2026 fiscal year.
This improvement is due to the passage of the American
Rescue Plan Act (ARPA) and the Special Financial
Assistance (SFA) for financially troubled plans.

Investment trend
Why passive investing in equity
and fixed income differs

Since 2000, passive investing has grown significantly in
assets under management primarily due to attractive fees,
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exposure to a desired beta and retail investor appetite.
However, fixed income is lagging in adoption relative
to equities.

What is behind this difference in adoption? Equities are
traded throughout the day through a centralized exchange,
like the NYSE or Nasdaq, while bonds are over the counter
instruments that trade much less frequently, making it difficult
for as precise a valuation as more fungible publicly traded
stocks. For bonds, this challenge for price certainty creates
inefficiencies that active investors can capitalize on. Further,
bonds are issued in a variety of ways, with different structures
and characteristics in areas like convexity, maturity, capital
structure position, optionality and duration. The median
manager outperforms the Bloomberg Barclays Aggregate
index over all trailing periods, while equity managers have
had a much tougher time against the S&P 500. For more
information, see Segal Marco Advisors’ September article.

PBGC Multiemployer Fund Assets, Regular Financial Assistance Payments and Premiums by Fiscal Year

Results in Nominal Dollars
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Selected strategy for
managing multiemployer
retirement plans

History of the Segal Blend and recent
Sofco Erectors, Inc. decision

The Segal Blend is a principles-based approach to valuing
a pension fund’s unfunded vested benefits for withdrawal
liability. The approach was developed by Segal actuaries
and determines the liabilities using two different interest
rate assumptions. Although commonly referred to as the
“Segal Blend,” this method is not proprietary and many
actuaries outside of Segal use this approach.

This need for valuing unfunded vested benefits came about
after ERISA was amended in 1980 to address the dynamics
of handling an employer withdrawing from an ongoing plan.

From its first challenge in 1983, there was a 35-year period
free of any arbitration or court decision that rejected the use
of the Segal Blend. This changed in 2018 when a district
court rejected the use of the Segal Blend in the New York
Times case.

Most recently, in September 2021, the Sixth Circuit Court

of Appeals ruled in the Sofco case that the Segal Blend did
not reflect the fund'’s anticipated experience under the plan
for purposes of calculating withdrawal liability. The ruling took
a literal reading of the law, and did not allow the actuary to
use assumptions based on the purpose of the measurement
as directed by actuarial standards.

For now, it appears to be settled law for plans in the Sixth
Circuit. However, the court noted that the PBGC is able
to displace the court’s holding by releasing guidance on
withdrawal liability assumptions. Learn more about the
history of the Segal Blend and the Sofco decision in our
October article.

Compliance reminders
IRS guidance: ARPA elections and
multiemployer funding relief

Elections and relief are available under provisions not related
to SFA. These relief options bring back similar relief options

from the Worker, Retiree, and Employer Recovery Act of
2008 and the Pension Relief Act of 2010. The elections allow
plans to freeze their Pension Protection Act zone status,
extend their current rehabilitation period or delay updating
the plan’s funding improvement plan or rehabilitation plan.

Other funding relief provisions allow trustees to elect to
modify the plan’s asset-smoothing method or spread certain
investment losses and other experience losses related to
COVID-19 over a longer period. See our October compliance
insight for more information, deadlines and action items.

IRS revises retirement plan
corrections program

The IRS Employee Plans Compliance Resolution System
allows plan sponsors to correct some mistakes under the
Self Correction Program (SCP). For other types of mistakes,
plan sponsors must submit an application to the Voluntary
Compliance Program (VCP). This program was updated in
Rev. Proc. 2021-30, released earlier this year. It includes the
following changes:

* Expands guidance on recouping overpayments

* Replaces the anonymous submission procedure under
VCP with a no-cost anonymous pre-submission
conference procedure

* Extends the SCP correction period for significant failures
from two years to three years

¢ Eliminates the requirement that a corrective amendment
of a plan operational failure must apply to all participants
(this was a difficult requirement to meet)

¢ Increases the amount for which no correction is needed
(from $100 to $250)

For more information about these changes, see our July
compliance insight.

To discuss the implications for your plan of anything
covered here, contact your Segal consultant or

This Currents was published in January 2022. To see
previous issues or other Segal publications,

The “Investment Trends” section of Currents was prepared using investment information from public and private sources that Segal Marco Advisors believes to be reliable. No representation or
warranty stated or implied is given as to the accuracy of the information contained herein. The publication is distributed for general informational and educational purposes only and is not intended
to constitute legal, tax, accounting or investment advice. Any ideas or strategies discussed herein should not be undertaken by any individual without prior consultation with your own financial, legal
or other advisor for the purpose of assessing whether the ideas or strategies are suitable to you. The information contained herein, is not and shall not constitute an offer to sell, a solicitation of an
offer to buy or an offer to purchase any securities, nor should it be deemed to be an offer, or a solicitation of an offer, to purchase or sell any investment product or service. Segal and Segal Marco
Advisors expressly disclaim any liability or loss incurred by any person who acts on the information, ideas or strategies discussed herein.

Contact Segal Marco Advisors for advice regarding the evaluation of any “Investment Trends” content. Segal Marco Advisors posts new content regularly to https://www.segalmarco.com/

investment-insights.
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