Floor Offset Plans — Advantages and Disadvantages
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Advantages

Limit downside DC risks
Greater benefit for older EEs than pure DC plan

Disadvantages
ER pays termination insurance premium
Complex administration

ER assumes DC investment loss
EE forgoes DC investment gains

Cash Balance & Other Hybrid Retirement Plans, Chapter 21, Retirement Plans
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Desirable Characteristics of Global Companies Benefits Plan
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Cost effective

Reflect 3-legged stool: social plans, company plans and personal
plans

Flexible

Reflect trend to increase importance of company and personal plans
Easy to administer

Easy to understand

Benefits transferable

Inflation protection

Provide suitable sources for asset accumulation and estate
protection

The Trend to a Global TCN Benefits Program for US Companies R-D136-10
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US Expatriates Plan Design
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If employed in foreign branch, covered by US qualified plan unless
specifically excluded

If employed in foreign subsidiary, not legal US qualified plan
participant unless specific steps are taken

Globalization of Employee Benefits, R-D104-07
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Difference Between Total Return Strategies
and Liability Benchmark

483



Strategy Total Return Liability-Driven

Objective Max. return for given Max. return while reducing
risk level interest rate risk

Limitation | May not co-ordinate Limited ability to speculate on
with liabilities future interest rate

Plan Sponsor Guide to Liability Driven Investment R-D131-09
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DB-DC Conversions
Common Approaches

Pension Legislation
Federal Tax Legislation
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Common Approaches
1. DC for new hires; DB for existing EEs
2. DC for future service
3. Option to convert past DB benefits to DC balance
4. Choice between DC and DB
Pension Legislation: Min. standards for converting existing DB benefits to DC
1. Alljurisdictions: No transfer out of plan / No reduction to accrued bfts
(Otherwise differences exist among different jurisdictions)
Federal Tax Legidlation
1. Surplus allocated to DC - Results in PA
2. Conversion value > CRA transfer limit - Payable in cash s.t. income tax
Conversion value < PAs + PSPAs - Results in PAR

R-D101-07 Converting Pension Plans from a DB to a DC Design
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Dynamic Pension Valuation
Applications

Issues
Measures to Ensure Accuracy

243



Applications

Provide budgeting information

Project funding timelines and targets

Evaluate reasonability and practicality of funding goals

More detailed cost analysis on special corporate events

More realistic assessment of how different cont. impact funding ratios

Unknown informational value to ER
A hypothetical funding valuation
Resulting cont. may be outside actual permitted range
Convince ER benefit outweighs costs
Best is to have a probable range and a most probable scenario results
a. Butoften ER only prefer 1 set: the most probable set
b. Drawback: Less certain and prone to assumption manipulation
M easuresto Ensure Accuracy
1. Use distribution new entrants age and headcount assumptions
2. Do GL separately for the new entrant portion of expected AL

S"'PS*’!\’!‘EBS"'PP*’!\’!‘

A Look at Dynamic Pension Plan Valuations
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	Cash Balance & Other Hybrid Retirement Plans, Chapter 21, Retirement Plans
	Pension Equity Plan
	Lump sum benefit can increased after termination vs annuity frozen at retirement
	Lump sum can be cashed out, rolled over or converted to annuity
	Percentages earned increased with age and can be integrated
	Favors short service, older entrants; and fast track EE
	Cash Balance & Other Hybrid Retirement Plans, Chapter 21, Retirement Plans
	Credits can be age weighted, integrated and coordinated with other plans
	Cash Balance & Other Hybrid Retirement Plans, Chapter 21, Retirement Plans
	Floor Offset Plans
	Age Weighted Profit Sharing Plan
	Target Benefit Plans
	New Comparability Profit Sharing Plan
	With a DB floor and a DC base plan
	ER invests for DB and DC components
	Avoid excessive EE risk taking knowing a DB floor exists
	Limit downside DC risks
	Greater benefit for older EEs than pure DC plan
	Disadvantages
	ER pays termination insurance premium
	Complex administration
	ER assumes DC investment loss
	EE forgoes DC investment gains
	Cash Balance & Other Hybrid Retirement Plans, Chapter 21, Retirement Plans
	Characteristics of Age Weighted Profit Sharing Plan
	Age Weighted Profit Sharing Plan – Disadvantages

	Difficult to pass nondiscrimination tests
	Cash Balance & Other Hybrid Retirement Plans, Chapter 21, Retirement Plans
	Characteristics of Target Benefit Plan
	Maximum benefits limits based on DC limits
	Contributions to individual accounts (by selected cost methods and assumptions)
	Cash Balance & Other Hybrid Retirement Plans, Chapter 21, Retirement Plans
	Target Benefit Plan – Advantages
	Greater flexibility in benefit formula versus a pure DC plan (e.g. past service, integration)
	Not subject to 15% pay deduction (versus age weighted profit sharing plans)
	Each group has its own uniform allocation method (e.g. in dollars or %)
	Age is not a weighting factor (v age weighted profit sharing plan)
	Cash Balance & Other Hybrid Retirement Plans, Chapter 21, Retirement Plans
	Advantages and Disadvantages
	Address some problems of the age weighted profit sharing plan
	Particularly passing the non-discrimination tests
	Whole group pass if each allocation group satisfy minimum coverage test
	Convert contributions to benefit equivalences for testing
	Constant monitoring (Review benefit formula with departure of any EE)
	Disadvantages
	1. Hard to explain and draft
	Portability Losses
	Loss of real benefits accrued to date
	Loss of option to receive future tenure-based accruals
	Pension Policy,  Chapter 4: Labor Market Policy
	Single ER plan - Preserve real value of benefits
	Multi-employer plans (MEP) – Pooling assets
	Transfer benefits between plans (portability clearinghouse can help)
	Reciprocal agreements
	Past Service buy back
	Rollover to DC plan

	Pension Policy Chapter 4: Labor Market Policy

	Pension Policy Options Regarding Portability
	Promote industry based MEP and cash balance plans
	For involuntary laid off employees
	If ER financially sound – index pre-retirement benefits up to early retirement age
	Pension Policy Chapter 4: Labor Market Policy
	If plan is FAE
	If already has 35 years for social security: still pay taxes but no more accruals
	Easier in DC: In service distribution allowed at an earlier age

	Pension Policy Chapter 4: Labor Market Policy

	Desirable Characteristics of Global Companies Benefits Plan
	Cost effective
	Reflect 3-legged stool: social plans, company plans and personal plans
	Flexible
	Reflect trend to increase importance of company and personal plans
	Easy to administer
	Easy to understand
	Benefits transferable
	Inflation protection
	Provide suitable sources for asset accumulation and estate protection

	Global Approach of TCN Benefits Program
	Uses DC for pension and group insurance plan for fixed life and disability benefits
	Design with same financial guidelines as local country plans
	Calculate and fund when TCN actually retires
	Calculate expected loss at time of transfer and fund with a separate TCN account

	Funding Objectives of Retirement Plans Under
	TCN Benefit Program
	Liabilities best to settle annually
	Latest when TCN transfers
	No need for repeated actuarial calculations
	For a TCN Benefit Program: Structure & Administration of
	Survivor Plans; Disability Plans and Medical Plans

	Join local group life insurance plans if possible, otherwise retain in home country or offshore plan
	Disability Plans
	Join local LTD or TPD (total permanent disability) plan
	Use home country or offshore LTD plan as top up guarantee

	Must have provision: “inclusive of any social benefits payable in TCN home country”
	Medical Plans: No change to current practice
	Simplicity
	Administration and communication ease
	Valuable to EE
	Predictability and stability of costs
	Consistency with other health plans offerings
	Types
	Standard co-ordination of benefits (highest ER cost)
	Exclusion
	Carve out (Lowest ER cost)
	Combination
	Supplement (ER cost depends on coverage)
	Retiree Benefit Design, Chapter 4, Page 57- 68, Page 90 – 112,  Fundamentals of Retiree Group Benefits
	Retiree Group Benefits:
	Recent Plan Design Trends
	Introduce / increase retiree contributions
	Set retiree contribution as fixed percentage of cost
	Adopt less costly integration method
	Post FAS106 changes to control costs
	Tougher eligibility requirements than pension plans
	Retiree contributions based on retirement age
	Introduce service related benefit, fixed dollar cap
	Managed care programs (e.g. POS, POP, HMO)
	Medicare Advantage PPO and PFF
	Better total health care delivery control
	Additional ER savings (e.g. Capitalize difference between actual experience and capitation amount)
	Medical and drug plan coordination

	Fundamentals of Retiree Benefits, Chapter 4, Page 57- 68, Page 90 – 115
	Retiree Benefit Future Plan Design Trends
	Retiree Benefit Design, Chapter 4, Page 57- 68, Page 90 – 112,  Fundamentals of Retiree Group Benefits
	Best Approach to Changing Existing Retiree Benefit Plan
	assume no current EE or retiree will be part of this new plan

	Once finalized, can “transition” the existing plan to this new plan
	Common Transition Policy: Grandfathered current retirees and older actives; i.e. Higher cost sharing for future retirees
	Retiree Benefit Design, Chapter 4, Page 57- 68, Page 90 – 112,  Fundamentals of Retiree Group Benefits
	Characteristics of Retiree Group Benefits Assumptions
	Assumptions should complement each other
	Follow pension assumptions closely unless
	Different population being valued
	Assumptions unreasonable for retiree group benefit valuation

	Some are more important for retiree group benefits
	Turnover, mortality and retirement incidence

	Inflation (exclude health care inflation): Same role as in pension valuation
	Salary increase
	Discount rate
	Pension: Before tax return
	Retiree health: After tax return
	Current retiree plan contribution
	Current retiree costs
	Generally flat money amount based on Medicare eligibility
	Vary based on demographic profile and plan design
	Over 65 retirees costs < Under 65 retirees (Medicare coverage)
	Maturity of disabled population (costs very high at start of disability)
	Incidence of Medicare eligibility
	Definition of disability
	Incurred versus paid claims (difference in timing)
	Incurred claim represent ER actual costs of providing the benefit for the current year (required for FAS106 valuation)

	Actuarial Methods and Assumptions, Chapter 9, Page 256 – 278,  Fundamentals of Retiree Group Benefits
	Represent long term trend of services and sustainability of the trend in relation to GDP
	Typically set to begin at current levels and grade down over time to a lower level
	Lower level = some real rate plus inflation
	Length of the select period is another important assumption

	Recent trend is to set initial trend rate for pre- and post-65 by service
	Not ultimate rate: assume convergence of pre- and post-65 trend rates over time)
	Common to assume long-term cost increases are the same for all services

	Gross versus Net Plan Cost Trend
	Levering impact on claim distribution diminishes over time
	Fixed dollar amounts less valuable relative to the total plan costs

	c. Grading period for trend of net plan cost > Gross plan costs (covered expense)
	Actuarial Methods and Assumptions, Chapter 9, Page 256 – 278,  Fundamentals of Retiree Group Benefits
	Additional Economic Assumptions
	Medicare Part B Premium Increase

	Required if ER pay premiums
	Rate can be close to, but different from the Medicare inflation assumption
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