
 

 
 
 
 
 
 
 
 

Filed via http://www.regulations.gov 
TREAS-DO-2015-0009 
 
The Honorable Jacob J. Lew, Secretary of the Treasury 
Department of the Treasury, MPRA Office 
1500 Pennsylvania Avenue, NW, Room 1224 
Washington, DC 20220 
Attn:  Deva Kyle 
     December 7, 2015 
 
Dear Secretary Lew:  

 
After extensive review and analysis, the International Brotherhood of Teamsters (“IBT” 

or “Teamsters Union”) wishes to share its concerns about the Central States, Southeast and 
Southwest Areas Pension Plan’s (“Central States”) application (“Application”) for reduction of 
benefits under the Multiemployer Pension Reform Act of 2014 (“MPRA”). Although hundreds 
of thousands of IBT members are participants in Central States, and therefore affected by the 
draconian pension cuts proposed, the Union was not consulted on the Application. Because of 
Central States’ size and high profile and that it predictably presents the first Application to the 
Department of the Treasury under MPRA, the decision to approve or reject the Application will 
go a long way towards determining the degree of public trust in and the legitimacy of the MPRA 
suspension of benefits adjudication process. The document attached hereto presents a technical 
critique of the Application and concludes that Treasury should reject it. 

 
As background, the Teamsters Union opposed MPRA. Our opposition was twofold.  

First, we believe that the retirement promises made to millions of workers and their dependents 
should not be violated because of a crisis that was to a great degree the direct result of Federal 
government policy. In the specific case of Central States, its financial demise was driven by the 
deregulation of the trucking industry, which destroyed the contribution base of the plan, and 
deregulation of the financial sector, which paved the way for two severe financial market 
collapses in 2000 and 2008 and devastated the plan’s assets. Our view is that the Federal 
government (including PBGC) has an obligation to protect the retirement security of workers 
covered by defined benefit pension plans under ERISA. Prior to MPRA, with limited exceptions 
enacted in the Pension Protection Act of 2006 (“PPA”), ERISA protected such benefits. Once 
earned, the benefits could never be cut back. Amending ERISA to eviscerate the promise of a 
defined benefit pension is a dramatic assault by the Federal government on America’s middle 
class. The fact that this legislation was passed without debate as part of an Omnibus 
appropriations bill made it all the more outrageous.   
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Second, and particularly relevant to Treasury’s role and responsibility to enforce the law, 
the IBT opposed MPRA because we did not believe it would solve the crisis facing Central 
States and many other pension funds whose out of balance demographics and negative cash flow 
have undermined previous efforts at self-help enacted in the PPA. We believed that the 
draconian cuts to retiree benefits that may result from the MPRA’s implementation would in 
many cases not achieve the statute’s objective to prevent insolvency. Now that the Central States 
Application is public, we can say with certainty that our view was correct.   

 
The attached document focuses on the second objection, namely on the serious 

deficiencies of the Central States Application as an antidote to insolvency. Because of these 
deficiencies we believe it is incumbent on Treasury to reject this Application. After putting the 
extraordinarily unrealistic investment and contribution assumptions to a rigorous test, we 
conclude in the attached analysis that the entire edifice of the Central States Application 
collapses, and must therefore be rejected. 

 
In the final analysis, we do not believe that Central States can save itself through more 

intensive cuts or higher employer contributions. The reality is that Central States will become a 
“zombie” plan – its funding ratio will sink to 40% and its active worker population will decline 
by two-thirds. If the Federal government is truly concerned with the economic future of Central 
States’ participants, it will find a way to provide direct financial support to the plan and its 
participants. 

 
While the IBT is opposed to MPRA, the arguments in the attached analysis represent a 

response not to MPRA in general, but to the specific impact of its application to the Central 
States Pension Fund situation. This document is the case against the Central States Application 
alone. Whether or not it has broader implications is for Treasury to decide.  

 
We support current legislative efforts such as the Keep Our Pension Promises Act and the 

Pension Accountability Act, and are also actively exploring other potential legislative solutions 
to the crisis faced by multiemployer pension plans. In conclusion, the Teamsters Union calls on 
Congress to start over and do whatever it takes through the broad powers and resources of the 
Federal government to protect the pensions of millions of retirees who had nothing to do with the 
crisis, but whose burden they are now being asked to bear. 

 
Sincerely, 

    
James P. Hoffa    Ken Hall 
General President    General Secretary-Treasurer 
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December?, 2015

The Case Against the Central States Application

The Application fails to meet the standards set out by MPRA1 and the Treasury's
temporary regulations. One of the key purposes of MPRA was to preserve plans like Central
States that were projected to become insolvent within the next 20 years or less. The preservation
was to be accomplished by allowing boards of trustees to voluntarily elect to reduce accrued
benefits of all participants including retirees, with the exception of retirees with specified
protected status, subject to government approval. At the same time, MPRA only allows plans to
adopt suspension of benefits if those benefit reductions in fact avoid the plan's insolvency for the
long term. The Central States Application fails to meet that solvency requirement of MPRA.

Both the investment and contribution assumptions that form the basis of the Application's
attempt to prevent insolvency are financially unreasonable and unrealistic. In addition, Central
States fails the "all reasonable measures" requirement of MPRA. These short-comings are so
large and so consequential that they require that the Application be denied. If Treasury approves
the Application, additional benefit suspensions are not only inevitable, they will be required in
short order. Our analysis suggests it is questionable whether even the maximum suspensions
allowable under MPRA would maintain the solvency of Central States. However, even if
maximum suspensions sustained Central States' solvency, it would come at a high economic
price to the plan participants. It would be the functional equivalent of the PBGC guarantee.
Approval of the Application will undermine the purpose of MPRA and also call into question the
role of Treasury in the process.

Because of its maturity (aging demographics), weak funded ratio (48.6%), highly
leveraged nature (contributions as a ratio to assets) and negative cash flow, Central States is
highly dependent on investment returns to survive. In its Application, Central States calculated a
50.4% probability based on stochastic forecasts that the Plan will remain solvent, which barely
meets the requirement set by Treasury's temporary regulations of 50% probability. This
probability of remaining solvent was based on starting assets as of June 30, 2015, which fails to
factor in significant third quarter 2015 investment losses. Even though capital markets recovered
strongly in October 2015, Central States' assets are conservatively down $1.0 billion in calendar
year 2015. According to the IBT's analysis, if it optimistically earns a positive 3% rate of return
for the plan year ending December 31, 2015, Central States will become insolvent in 2046 even
after instituting the benefit cuts anticipated in the Application. See Exhibit 1.

1 This document employs the terms defined in the letter dated December 7, 2015 to which it is attached.
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 Central States’ Application demonstrates no margin of error around the 50.4% probability 
of preventing insolvency (Item 7.1.7 of the Application). See Exhibit 2. In fact, the Central States 
Application fails all stress tests and other metrics that are required under Treasury’s temporary 
MPRA regulations. The deterministic projection test of a 5% smaller benefit suspension, a 
demonstration that the proposed suspension is reasonably estimated to not materially exceed the 
level necessary to avoid insolvency, shows the plan going insolvent in 2046 even assuming the 
plan earns 7.5% every year (Item 7.1.14 of the Application). See Exhibit 3. This metric 
substantiates that the MPRA benefit reductions cannot prevent Central States from going 
insolvent.  
 

The other Treasury-mandated stress tests reinforce that the proposed benefit suspensions 
will not prevent plan insolvency. If Central States earns 1.0% less each year versus the plan 
investment assumption of 7.5%, the plan will become insolvent in 2039 (Item 26.1.8 of the 
Application). If Central States earns 2.0% less each year versus the plan investment assumption, 
insolvency occurs in 2034 (Item 26.1.11 of the Application). If Central States experiences a 
negative 10% in 2016 (only half the market decline of 2008) and 7.5% thereafter, the 2039 
insolvency date moves closer by five years to 2034.  If over the next 14 years Central States earns 
what the market earned from 2001 through 2014, assuming 60% equities and 40% bonds, the 
insolvency date moves up to 2030. One thing that can be said with certainty is that neither Central 
States nor any other pension plan will ever earn the same return year in and year out. Future 
returns, especially for a pension plan with as an aggressive earnings assumption as Central States 
(7.5%) in nearly a zero inflation environment, will be extremely volatile. This is especially true 
for Central States, with its substantial negative cash flow (contributions minus benefits). Once a 
few poor returns happen, and the assets have been depleted by those poor returns combined with 
negative cash flows, there is not enough principal left to restore assets to their prior level, even 
with very high returns. As an example, when making a 20-year projection for Central States using 
the market returns reflective of the period 1966 through 1985 (a period marked by rising interest 
rates), the plan becomes insolvent in 2031, even though during that same period returns 
averaged 10.4%!  This is because a few bad years upfront cannot be made up by stronger returns 
later, as the money is no longer there to be reinvested during the good years.  

 
All these metrics are sobering on their own, but significantly they are based on overly 

aggressive investment and contribution assumptions that artificially produce bad results that are 
likely to be even worse. In the remainder of this letter we will provide a comprehensive critique of 
these problematic assumptions.    

 
The Investment Assumptions in the Application are Unrealistic 

 
Central States’ investment assumptions are based on capital market assumptions which 

establish long term expected returns and standard deviations for each asset class (Item 7.1.24 in 
the Application). Central States used a 50-year horizon provided by Segal Rogerscasey (a 
subsidiary of Central States’ plan actuary, the Segal Company) based on the June 30, 2015 yield 
curve. However, predictions of capital market assumptions have great variation between 
conservative and aggressive. Horizon Actuarial Services, LLC (“Horizon”) publishes a recognized 
industry survey of capital market assumptions. The Horizon Actuarial Services, LLC Survey of 



Capital Market Assumptions (2015 edition) (“Horizon Survey”) is based on the opinions of 29 
firms (including Segal Rogerscasey) using 10- and 20-year time horizons. In contrast to the 
average expected returns in the Horizon Survey, the Central States’ expected returns for all asset 
classes are highly aggressive. For example, Central States’ assumption for domestic equity 
exceeded the survey average by 1.94% per year for large cap domestic equity and 1.57% per year 
for small cap domestic equity (Item 7.1.24 of the Application). The difference was even higher for 
international developed equity at 2.38% per year, and for emerging market equity at 3.75% per 
year. Finally, the Central States’ assumptions were 0.24% per year higher for core fixed income, 
and 1.17% per year higher for high yield fixed income. The Horizon Survey also calculates the 
probability of meeting or exceeding a 7.5% investment assumption in each and every year based 
on a hypothetical multiemployer plan asset allocation that is more diversified and less risky than 
that of Central States. Under the 20-year investment horizon, the average probability of meeting 
or exceeding 7.5% per year every year is 45.7%, declining to 32.1% probability at the 25th 
percentile based on conservative assumptions. Under the 10-year investment horizon, the 
probability of meeting or exceeding 7.5% every year is significantly lower, 37.8% for the average, 
and 28.2% at the 25th percentile based on conservative assumptions. The Horizon Survey analysis 
raises serious questions about the integrity of the investment assumptions utilized in the 
Application, and puts into question whether Central States actually meets the 50% probability 
standard in the Temporary Regulation.   

 
Central States would presumably argue that its assumptions are higher because it used a 

50-year horizon. However, it is worth noting that none of the Horizon Survey respondents, 
including Segal Rogerscasey, provided assumptions greater than a 30-year time horizon.  
Moreover, 50-year horizon assumptions are irrelevant because the investment returns in the first 
10 to 20 years are so critical to the survival of the plan. These differences in investment 
assumptions are material; the investment assumptions used by Central States to determine future 
plan solvency must be realistic and must truly measure whether Central States will avoid 
insolvency in the near term, in addition to over the long term. 
 
 Today’s low interest rates and equity valuations, nearly seven years after the 2008-2009 
financial crisis, suggest that earning 7.5% per year each year is highly unlikely over the next five 
to 10 years. This fact is especially impactful since low returns in early years will cause irreparable 
damage to a mature plan with negative cash flow. These concerns about future returns have been 
highlighted recently by research generated by highly regarded investment firms including 
Bridgewater Associates, GMO, Pimco, and Research Afilliates, among others. These firms have 
estimated that a 60/40 portfolio of stocks and bonds has a current expected return of 4-5% based 
on current valuations. See Exhibits 4, 5, 6, and 7. In light of these opinions, Central States’ 
investment assumptions and its ability to maintain solvency cannot be accepted as reasonable. 
 

The Employer Contribution Assumptions are Unreasonable and Ignore Economic Reality 
 
 Central States’ Application (at Item 7.1.20--21) assumes that the current contribution cap 
of $342 per week remains in place and starts increasing by 2.5% per year from 2018 to 2028, 
rising after 2028 to 3.0% per year forever. Contributions below the cap of $342 per week will 
continue to increase by 4.0% per year. This assumes average contributions will more than 



quadruple over the next 50 years, far exceeding expected inflation. The current average weekly 
contribution of $186 is projected to rise to $848 in 2063. See Exhibit 8. Many employers are 
currently struggling to contribute $9,672 per year for each active worker based on average 
contributions today. Today’s contribution cap rate is $17,784 per year per active worker.  
 

It is absurd to expect that participating employers will be able to afford the financial 
burden of these contribution increases. For instance, YRCW, which is one of Central States’ 
largest contributors, recently narrowly avoided bankruptcy through an out-of-court restructuring 
that mandated reduced contributions to Teamster pension funds including Central States. No 
current employer can afford or remain competitive contributing the average contribution rate of 
$44,000 per year (or the cap rate of $68,000) projected at the end of the solvency period. See 
Exhibit 9. No new employer will agree to participate in Central States based on such burdensome 
financial obligations. Central States’ employer attrition assumptions seem to recognize these 
realities, since they show the active worker count declining precipitously by 25.5% in 10 years, 
39.1% in 20 years, 50.2% in 30 years and ultimately 64.7% in 50 years. See Exhibit 10. In fact, 
the Application’s sensitivity analysis required under the Temporary Treasury Regulations 
demonstrate that if the industry trend for contributions for the past 10 years (-9.7 %) is replicated 
in the future, the plan will become insolvent in 2035 (Item 26.1.13 of the Application). In the 
second required test based on industry trend for contributions reduced by 1% (-10.7%), the plan 
becomes insolvent in 2034 (Item 26.1.16 of the Application). These two assumptions taken 
together are nearly as critical as the investment assumption, and are equally unreasonable. 
 

Central States has Not Satisfied the “All Reasonable Measures” Standard of MPRA 
 
 ERISA Section 305(e)(9)(C)(ii),2 as amended by MPRA, states that a plan sponsor of a 
plan in critical and declining status for a plan year may suspend benefits only if the following 
conditions are met: 
 

The plan sponsor determines, in a written record to be maintained throughout the period of 
the benefit suspension, that the plan is still projected to become insolvent unless benefits 
are suspended under this paragraph, although all reasonable measures to avoid 
insolvency have been taken (and continue to be taken during the period of the benefit 
suspension). 

(Emphasis added.) 
 
 However, the Application fails to mention a ratified collective bargaining agreement 
between the IBT and the Kroger Company. That agreement contemplates a spin-off of retiree and 
active liabilities of Kroger and Kroger’s third party logistics subcontractors consistent with 
ERISA Section 4211(e) from Central States to a new IBT/Kroger multiemployer fund to which 
Kroger has committed to significant up-front funding and full funding within three years. This 
proposed transaction would fully satisfy Kroger’s liabilities under ERISA. The IBT/Kroger 
agreement does not require any spin-off of Central States’ assets, and assures Central States that it 
will receive at a minimum the equivalent of 22 years of withdrawal liability payments (two 

2  The parallel Internal Revenue Code provision is Section 432(e)(9)(C)(ii).    
                                                 



additional years of payments beyond what is required by ERISA). This proposed transaction 
would provide this group of workers and retirees nearly complete benefit security. This 
transaction would benefit Central States. The proposed IBT/Kroger transaction would relieve 
Central States of all accrued liabilities and benefit payments attributable to this specific group and 
preserve at least some of Central States’ participant benefits. 
 
  The Central States board of trustees rejected this offer five days after it was made on April 
10, 2015. Central States refused to meet with the IBT/Kroger bargaining team until October 23, 
2015, after it had already sent its suspension of benefits Application to Treasury. It has not 
explained how the transaction would leave Central States worse off. Because the IBT/Kroger 
agreement was neither mentioned nor included in the Application, and because Central States has 
not even attempted to pursue this proposed spin-off or attempted to negotiate a more favorable 
version such as asking Kroger for more money, it has failed to meet the “all reasonable measures” 
standard in MPRA to avoid insolvency. That is a prerequisite for approval of a suspension of 
benefits application.  
 
 Central States will presumably argue that the withdrawal of Kroger would be detrimental 
to Central States’ ability to maintain solvency no matter what the financial terms. This would be a 
faulty argument. It merely perpetuates the myth that misinformed parties have promoted that the 
withdrawal of UPS in 2007 undermined the long-term solvency of the plan. To the contrary, the 
IBT commissioned a study by a national actuarial firm that concluded that UPS’ withdrawal, 
which required a lump sum payment by UPS of $6.1 billion and the reduction of Central States’ 
plan liabilities by $1.8 billion, in reality improved Central States’ funded position and overall 
finances. In fact, Central States’ Application (at Item 18.5) states that “[a]s of January 1, 2008, the 
Plan’s actuaries projected that the Plan would be fully funded by 2029, assuming normal 
investment returns.” Central States’ impending insolvency is a result of the degrading of its 
contribution base by Congress’ decision to de-regulate the trucking industry in 1980, and the 
severe and repeated capital market crises (also influenced by Congress’ decision to repeal the 
Glass-Steagall Act and deregulate the financial sector in 1999) experienced between 2000 and 
2009 which wiped out $7.6 billion in plan assets in 2008 alone, from which Central States has 
never recovered. 
 

Central States’ Interpretation of the UPS Provision is Likely to Invite Litigation  
 

Finally, Central States’ interpretation of the UPS provision in MPRA is bound to result in 
litigation. As background, in its collective bargaining agreement with IBT in which the 
withdrawal from Central States was negotiated, UPS agreed to guarantee certain benefits earned 
by participants in Central States in the event the benefits were ever cut. As MPRA was heading 
for enactment as part of the 2014 budget bill, UPS sought to protect itself from the impact of this 
contractual guarantee. It successfully lobbied for a special UPS provision, found in ERISA § 
305(e)(9)(D)(vii), which provides that: 

 
benefits suspended . . . shall— 

(I) first, be applied to the maximum extent permissible to a participant’s 
service for an employer which withdrew from the plan and failed to pay (or 



is delinquent with respect to paying) the full amount of its withdrawal 
liability . . . 

(II) second, except as provided by subclause (III), be applied to all other 
benefits that may be suspended under this paragraph, and 

(III) third, be applied to benefits under a plan that are directly attributable to a 
participant’s service with [United Parcel Service].3 

 
The IBT opposed this provision and agrees with Central States’ interpretation, which 

minimizes the cuts applied to non-UPS participants while still protecting UPS retirees through the 
terms of the collective bargaining agreement. Nonetheless, it is inconceivable that UPS will sit 
idly by while Central States’ interpretation of this provision threatens to have UPS’ guarantee of 
benefit cuts (worth about $2 billion according to the Application at 13.2.1) kick in sooner than 
UPS lobbied for.  
 

 
Conclusion 

 
 
The Central States’ Application is reminiscent of the parable the “Emperor’s New 

Clothes.” Like that story, it is based on a series of logical fallacies. The Application was a massive 
undertaking that backs into a set of legal requirements, but defies all reason and economic and 
financial reality. 

  
• Projections of solvency have been submitted that ignore significant asset losses in 

the third quarter of 2015.  
• Investment assumptions utilize overly aggressive predictions, and even then barely 

meet a stated bogey.  
• Employer contribution assumptions send employer costs into the stratosphere 

beyond all reasonable competitive bounds.  
• Active worker participation in Central States is projected to plummet over time 

with the contribution base nearly disappearing. 
• “All reasonable measures” standards are said to have been met, but Central States 

fails to disclose the rejection of a contributing employer’s proposal to safeguard a 
group of participants and remove hundreds of millions of dollars of liabilities from 
Central States’ balance sheet.  

• Central States’ interpretation of the special UPS provision in MPRA is likely to be 
challenged. 

 
 MPRA was conceived and legislated largely for the specific purpose of salvaging Central 
States, the largest critical and declining status plan in the multiemployer system, and the largest 
financial risk to the PBGC multiemployer insurance program. However, the Application itself and 
the IBT’s analysis demonstrate that MPRA was enacted too late to prevent Central States’ 
insolvency. The various metrics and stress tests referenced in the Application and highlighted in 

3 The parallel Internal Revenue Code provision is section 432(e)(9)(D)(vii). 
                                                 



this letter demonstrate a precarious applicant with multiple unmanageable risks that will no doubt 
fail.  
 
 If Treasury nevertheless decides --through a leap of faith-- to approve the Application, it 
will be reinforcing a misguided public policy solution with political, social and economic 
consequences that will undermine trust in government. Even if the Application is approved, within 
a short time Central States will fail its annual certification and this will require additional benefit 
suspensions. The economic burden will continue to fall on the retirees and remaining workers and 
their employers. In the meantime, according to the Application itself, the active worker population 
will deteriorate by two-thirds and the funded ratio will plummet to 39%. Central States’ 
Application insures that the plan becomes a wasting trust – a “zombie” plan with no viable future 
that drags into bankruptcy the remaining employers who can’t afford to withdraw. This result is 
fundamentally inconsistent with the purpose of MPRA.  
 
 Treasury should not participate in, much less be the enabler of an “Emperor’s New 
Clothes” strategy. It should reject the Application and instead take a leadership role in arriving at 
an actual solution to the impending insolvency of Central States and the resulting failure of the 
government’s multiemployer plan termination insurance system maintained through PBGC. 
 
      Very truly yours, 

       
      John F. Murphy 
      International Vice President 
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