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August 4, 2020 

 
Ms. Danielle Norris 

MPRA Director 
Department of Treasury 

1500 Pennsylvania Avenue, NW 

Washington, DC 20220 
 

Via Electronic Mail Only 
 

Re:   Request to Reconsider Investment Return Assumption for Application to Suspend 

Benefits by Local 807 Labor-Management Pension Fund 

Dear Ms. Norris, 

We thank you and your team for the recent consultation and feedback on the application to 
suspend benefits under the Multiemployer Pension Reform Act of 2014 (“MPRA”) by the Local 

807 Labor-Management Pension Fund (the “Fund” or “Local 807 Fund”).1  We found the 

discussions to be enlightening, in both the conference call on July 29, 2020 and the follow-up 
call on August 3, 2020.   

We understand that your office intends to recommend that the Secretary deny the Fund’s 
application, because it cannot accept the reasonableness of the selected investment return 

assumption used to demonstrate that the Fund will remain solvent after the proposed 

suspension. Based on the facts we discussed on both the July 29 and August 3, 2020 calls, and 
for the reasons described in this letter, we respectfully request that Treasury reconsider its 

methodology for reviewing the reasonableness of the selected investment return assumption.  

We firmly believe that the investment return assumption used in the Fund’s application is clearly 

reasonable for its intended purpose; that it conforms to all statutory requirements and regulatory 

guidance; and that it adheres to applicable Actuarial Standards of Practice. 

Request for Reconsideration 

During our call on August 3, 2020, Treasury described how it reviews a plan’s selected 

investment return assumption by calculating the equivalent dollar-weighed returns over two 

separate periods: (i) year 1 through year 10 and (ii) year 11 through the end of the projection 

 
1
 This is the second such application by the Local 807 Fund, submitted on December 30, 2019. 
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period.  Treasury then compares these dollar-weighted returns to the six benchmark returns 
constructed based on the 10-year and 20-year horizon data reported in the Horizon Survey.2   

Treasury further explained that the selected investment return assumption in the Local 807 

Fund’s application produces a dollar-weighted return for year 11 through the end of the 44-year 
extended period that is closer to the 75th percentile benchmark return than the median 

benchmark return.  Treasury cited this result as the main factor in determining the selected 
assumption to be unreasonable.  

Candidly, we were surprised to hear Treasury describe this particular aspect of its methodology 

for reviewing investment return assumptions.  As described in this letter, we believe it to be 
inconsistent with previous guidance, both the applicable Treasury regulations and the informal 

guidance in meeting notes published by the American Academy of Actuaries.3   

When reconsidering the methodology for reviewing the investment return assumption, we 

encourage Treasury to: 

1. Evaluate dollar-weighted returns over the entire projection period, not over different 
portions of the period.  As we have demonstrated, on this basis, the selected investment 

return assumption for the Fund’s application is very close to the median benchmark 
returns over the 44-year extended projection period.4   

2. Emphasize returns over the first 10 years of the projection period and allow more 

flexibility with longer-term returns. This emphasis would be consistent with discussions 
Treasury has had with the Academy in recent years.  As we have demonstrated, on a 

dollar-weighted basis, the selected assumption for the Fund’s application is slightly lower 
than the median benchmark returns over the first 10 years of the projection period.  

The balance of this letter describes additional factors and important details we request Treasury 

to consider as it reevaluates the selected investment return assumption.   

Treasury Regulations 

The preamble to the final Treasury regulations on MPRA applications includes the following 

footnote on investment return assumptions.  We believe this footnote to be significant, as it is 

the only place in the final regulations that speaks to using time-weighted versus dollar-weighted 
returns in developing the investment return assumption.  

“Methods for developing an assumption for the rate of return that would be 
appropriate for purposes of the measurement include: (1) Using a select and 

ultimate assumption that includes different assumptions of investment returns for 
different portions of the projection period, or (2) developing a return assumption 
based on dollar-weighted returns over the projection period [emphasis added].” 

 
2
 In other words, the Survey of Capital Market Assumptions published annually by Horizon Actuarial Services, LLC.  In evaluating 

the reasonableness of the investment return assumption used in the second application by the Local 807 Fund, we considered 
the results of the 2019 edition of the Horizon Survey.  

3
 The Academy has published notes from the three meetings of its Multiemployer Plans Committee with Treasury, PBGC, and the 

Department of Labor on February 22, 2017; February 23, 2018, and March 14, 2019. 

4
 Please refer to the materials we provided for our discussion on August 3, 2020, which describes the methodology we used to 

review the investment return assumption, following the guidance in the 2018 Academy notes.  
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Please consider (1) that the selected investment return assumption used in the Fund’s 
application is a type of “select and ultimate” assumption that includes different assumptions for 

different portions of the projection period, and (2) that we reviewed the reasonableness of the 

selected assumption by comparing it to dollar-weighted returns over the entire projection period.   

Note that the Treasury regulations do not describe the concept of calculating dollar-weighted 

returns over different portions of the projection period.  (Frankly, the concept of excluding the 
initial portion of the period when determining a dollar-weighted return is foreign to us.  We have 

not encountered this approach in our actuarial practice or in collaborating with investment 

professionals.)  

Focus on Short-Term Returns 

In the Academy notes from its meetings with Treasury, a consistent message has been the 

importance Treasury places on reflecting lower expected investment returns over the short term.  

As Treasury has often noted (including in the preamble to the final regulations), plan assets and 
plan disbursements are generally expected to be higher in the early years of the projection. 

The following are relevant excerpts from Academy meeting notes: 
 

“Importantly, Treasury indicated plan actuaries should adequately reflect short-term 
expectations, especially because in a plan with declining assets the projections are highly 
sensitive to the returns in the first few years.”5   

 
“Treasury also encourages plan actuaries to pay particular attention to the dollar-
weighted expected returns, especially in the first 10 years of the projection.”6  

We understand the Academy notes do not represent official guidance from Treasury, and the 
notes themselves say they should not be relied upon.  That said, the Academy notes are the 

only guidance on MPRA applications that has been offered to the actuarial community in recent 

years.  It would be inconsistent for Treasury emphasize the importance of returns over the first 
10 years of the period (as cited above), and then deem the selected return assumption in a 

plan’s application to be unreasonable based on a test that excludes the first 10 years of the 
projection period.   

As noted earlier, and as we demonstrated in our August 3, 2020 call, the selected investment 

return assumption used in the Local 807 Fund’s application is slightly below the median 
benchmark return, when evaluated on a dollar-weighted basis over the first 10 years of the 

projection period. 

Flexibility on Long-Term Returns 

In our August 3, 2020 call, we noted that we believe Treasury’s interpretation of the time 
horizons in the Horizon Survey is incorrect.  Specifically, the Horizon Survey makes it clear that 

 
5
 February 22, 2017 Academy meeting notes, page 4. 

6
 February 23, 2018 Academy meeting notes, page 9. 
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the longer-term returns it reports apply to year 1 through year 20.7  Treasury, however, applies 
the longer-term returns in the Horizon Survey from year 11 through the end of the projection 

period. (Notwithstanding our disagreement, we followed Treasury’s stated methodology in 

evaluating the reasonableness of the selected investment return assumption.)   

This specific issue was highlighted in the 2018 Academy meeting notes: 

“Responding to a question from the Committee, Treasury confirmed that it considers the 
short-term return expectations from the Survey to apply for the first 10 years of a 
projection (the select period) and the long-term return expectations to apply beginning 
in year 11 (the ultimate period). In other words, the methodology does not “back into” 
ultimate period returns to adjust for the fact that the select period returns are lower. 
Some Committee members expressed concern that this simplified approach is overly 
conservative and may understate longer-term return expectations. Treasury noted, 
however, that it generally allows for more flexibility in the longer-term return 
expectations [emphasis added]”8 

When reconsidering its methodology for reviewing the investment return assumption, we 
encourage Treasury be consistent with the guidance above and to allow for flexibility with 

longer-return expectations.   

Flexibility is especially appropriate when the projection period is extended beyond 30 years, and 

when plan asset values and cash flows are projected to decline significantly over the period , 

after reflecting the proposed suspension.  This flexibility is also vitally important, because the 
Horizon Survey specifically limits the expected returns provided by its participants to periods of 

not more than 20 years.   

Further Considerations 

We appreciate the gravity inherent in the implementation of a suspension of benefits under 
MPRA.  The process begins with Trustee deliberations, resulting in a decision to submit an 

application to Treasury for review.  The process continues with Treasury’s review of the 

application and the underlying actuarial assumptions used to demonstrate the plan will remain 
solvent after the proposed suspension.  A suspension of benefits is intended to be a permanent 

action, and there is little opportunity to adjust the assumptions after the fact to take into account 
plan experience or changing expectations.  Assumptions that prove to be too optimistic could 

result in the plan eventually becoming insolvent, in spite of the suspension.  Assumptions that 

provide to be too pessimistic would result in participant benefits cut more than is needed to 
avoid insolvency. 

We appreciate how Treasury has strived to develop a consistent approach for reviewing the 
investment return assumption, utilizing available information. Few resources are available, 

however, and those that are available are limited in their scope.  Our recent discussions have 

touched on the fact that fewer than half of the participants in the Horizon Survey provide return 
expectations beyond 10 years, and how assumptions for horizons longer than 30 years are 

scarce.  Nevertheless, projections of plan solvency required for suspension of benefits 

 
7
 In describing its methodology, the Horizon Survey states that “’long-term’ expected returns apply to a 20-year horizon.” The Survey 

also describes how “if an advisor indicated a time horizon longer than 20 years, the longer-term expected returns were combined 
with the shorter-term expected returns to achieve a 20-year horizon.” 

8
 February 23, 2018 Academy meeting notes, page 9. 
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applications are exceedingly long-term in nature.  Plan actuaries must rely on the information 
available to them, including the views of financial market forecasting experts.  They must also 

exercise professional judgment when developing these long-term assumptions, while adhering 

to applicable Actuarial Standards of Practice. 

We appreciate how Treasury has worked with the American Academy of Actuaries in recent 

years to provide informal guidance to the actuarial community by holding meetings with the 
Academy’s Multiemployer Plans Committee and encouraging the Academy to publish notes 

(subject to Treasury review).  We understand the competing objectives Treasury faces of 

providing robust guidance to practitioners, while at the same time avoid ing being overly 
prescriptive.  It is important that Treasury consistently demonstrate that, as described in the 

Academy notes, it does not employ a “bright line” test in reviewing investment return 
assumptions.   

Finally, we understand Treasury’s desire to implement a clear and appropriately professional 

approach in reviewing actuarial assumptions, which can be applied consistently across all 
applications to suspend benefits.  We implore Treasury, however, to consider the actuarial 

modeling complexity involved with each of these reviews, and the fact that each plan applying 
for a suspension of benefits is in its own unique situation.  Treasury will necessarily need to 

update and refine its methodology to take into account new information and new situations as 

they emerge. 

Closing 

We respectfully request Treasury to reconsider the methodology it uses to review investment 

return assumptions, including the selected assumption in the Local 807 Fund’s outstanding 

application to suspend benefits.   

We thank you in advance for your reconsideration.  Please let us know if you need additional 

information from us or would like to discuss this matter further. 
 

Sincerely, 

 

 

Jason Russell, FSA, MAAA, EA  Joel Leary, ASA, FCA, MAAA, EA  
Senior Vice President and Actuary  Vice President and Actuary 

 

 
 

 
Eli Greenblum, FSA, FCA, MAAA, EA 

Senior Vice President and Chief Actuary 

 
cc:   Alan Sofge 

 Susan Bruno, Esq. 
 Larry Cary, Esq. 

 David New, Esq. 

 Board of Trustees, Local 807 Labor-Management Pension Fund  


