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Perislon plan partlclpant data (age, years of service, and 
gerjder) are crucial In determtntng the actuarial value of 
perjslon plans GAO found, however, that many multi- 
employer penslon plans lack complete participant data, 
causing llabllltles and costs of some plans to be under- or 
over-stated by mllllons of dollars Accordingly, GAO 
recgmmends that the Secretary of Labor Issue regulations 
pro iding guidance for the maintenance of participant data 
by J enslon plans and expand Its enforcement program, In 
coo eratlon with the Internal Revenue Service, to ensure 
tha P participant data are obtained 

Actbarles usually dlsclose the extent of missing partlcrpant 
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actuaries who certify pension plan data--promote action by 
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effect of material amounts of mtsslng participant data on 
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COMPTROLLER GENERAL'S 
REPORT TO THE CONGRESS 

INCOMPLETE PARTICIPANT 
DATA AFFECT RELIABILITY 
OF VALUES PLACED BY 
ACTUARIES ON MULTIEMPLOYER 
PENSION PLANS 

DIGEST -a---- 

The Employee Retirement Income Security Act of 
1974 (ERISA) was the first comprehensive federal 
legislation regulating the private pension 
system. Because of concern that ERISA might not 
be adequate to prevent many financially troubled 
multiemployer defined benefit pension plans from 
terminating, the Congress passed the Multi- 
employer Pension Plan Amendments Act of 1980 
(MPPAA). Multiemployer defined benefit pension 
plans are those which are established and main- 
tained through collective bargaining agreements 
between employee representatives and more than 
one employer, and generally provide benefits 
based on such factors as years of employment. 

The main purposes of MPPAA were to protect par- 
ticipants' and beneficiaries' interests by 
strengthening the financial condition of multi- 
employer plans and to encourage their growth and 
maintenance. More specifically, MPPAA required 
increased funding for all plans, special funding 
for financially distressed plans, and continued 
funding of the plans by certain employers that 
withdraw. (See p. 1.) 

ACTUARIAL INFORMATION IS USED BY 
PLAN TRUSTEES AND GOVERNMENT AGENCIES 

Application of the major financial provisions of 
MPPAA depends on valuations developed by actu- 
aries, who are individuals expert in the design, 
financing, and operation of insurance, pension, 
and other employee benefit plans. These valua- 
tions are used by pension plan trustees to man- 
age their plans. Among other things, they help 
determine the (1) financial condition of the 
plan, (2) required annual payments by employers 
to the plan, and (3) affordability of potential 
benefit increases. (See pp. 2 to 6 and 19 
to 21.) 

Actuarial valuation results are also included in 
pension plan annual reports. These reports, 
which are required by ERISA, are used by govern- 
ment agencies --the Department of Labor, the 
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Internal Revenue Service (IRS), and the Pension 
Benefit Guaranty Corporation (PBGC)--to imple- 
ment, administer, and enforce specific require- 
ments of the acts. The information in the 
annual reports must be certified by actuaries 
approved by the Joint Board for the Enrollment 
of Actuaries, which is appointed by the Secre- 
taries of Labor and the Treasury. The Joint 
Board was created by ERISA to regulate actuaries 
who provide services to private pension plans. 
(See pp+ 3, 6, and 21 and 22.) 

GAO REQUIRED TO STUDY EFFECTS OF MPPAA 

MPPAA requires GAO to study and report on its 
effects. Because of the complexities of the 
issues involved, GAO separated the study into 
segments by major functions and areas of concern 
which MPPAA was believed to affect. This re- 
port, which focuses on the development and re- 
porting of actuarial information, is the third 
in a series of reports GAO is issuing on multi- 
employer pension plans. (See p. 7.) 

GAO used random selection techniques to select 
149 multiemployer pension plans with about 3.5 
million participants from a universe of 1,924 
plans with 8.3 million participants. GAO re- 
viewed actuarial valuations for 143 of the 149 
plans (valuations for 6 plans were not avail- 
able) to determine the (1) extent to which in- 
dividual plans included complete participant 
data, (2) potential and in some instances the 
actual effect of incomplete data on actuarial 
calculations, and (3) progress made by plans in 
obtaining complete data on plan participants. 

GAO discussed the ramifications of incomplete 
participant data with representatives of four 
firms providing actuarial services to many 
multiemployer pension plans, the American Acad- 
emy of Actuaries, the Executive Director of the 
Joint Board for the Enrollment of Actuaries, and 
officials of PBGC, the Department of Labor, and 
IRS. (See pp* 7 to 9.) 

INCOMPLETE PARTICIPANT DATA AFFECT 
THE RELIABILITY OF ACTUARIAL VALUATIONS 

Actuarial valuations for pension plans are more 
reliable when based on complete and accurate 
participant data. Such data-- age, years of 
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service, and gender of each participant--are 
factual in nature and underlie all actuarial 
calculations. According to Department of Labor 
officials, fiduciaries (plan administrators and 
trustees) have a continuous obligation to main- 
tain those records needed in the management and 
administration of a plan, including the partici- 
pant data that an actuary would need to perform 
an actuarial valuation. Labor is responsible 
for developing and enforcing pension plan stand- 
ards for fiduciaries but has not included guid- 
ance for the maintenance of participant data in 
its regulations. (See pp. 10 to 12.) 

GAO found that 76 of the 143 plans in its study, 
or 53 percent, lacked complete data on active 
participants. For the 76 plans, there were over 
330,000 active participants for whom at least 
one of the three elements of information (age, 
years of service, and gender) was missing. This 

was 13 percent of the total participants in the 
143 plans, but it ranged from 1 to 75 percent on 
individual plans. The larger pension plans have 
the greatest percentage of participants for whom 
some data were missing. (See pp. 13 to 15.) 

Without complete and accurate participant data, 
the actuary must make assumptions about the un- 
known participant characteristics. When these 
missing data are subsequently obtained, actu- 
arial results can differ substantially from pre- 
vious actuarial valuations. For example, when 
previously missing birthdates for 12,000 parti- 
cipants were obtained in one plan, the actuarial 
liability from one valuation to the next in- 
creased by about $46 million. This means that 
this particular plan would need an additional 
$46 million to meet its projected pension bene- 
fit obligations. A similar situation in another 
plan involving 1,700 participants caused a de- 
crease in the actuarial liability of about 
$20 million. In this case, the plan would need 
about $20 million less than anticipated to meet 
projected pension benefit obligations. (See 
pp. 17 and 18.) 

NEW REGULATIONS ARE NEEDED FOR 
MAINTENANCE OF PARTICIPANT DATA 

As the previous information shows, trustees, as 
fiduciaries of multiemployer pension plans, need 
reliable actuarial information to make informed 
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management decisions, such as the feasibility of 
increasing benefits, and to protect the inter- 
ests of participants and beneficiaries as re- 
quired by MPPAA. Further, Labor, IRS, and PBGC 
are responsible for carrying out ERISA and MPPAA 
provisions and publish regulations implementing 
those provisions. Officials of these agencies 
told GAO that they need accurate information to 
ensure the financial integrity of pension plans 
and carry out their other responsibilities under 
the acts. (See pp. 1, 2, and 19 to 22.) 

Due to the constant stream of new employees into 
pension plans, however, some actuaries and pen- 
sion plan administrators told GAO that complete 
data, under the best of circumstances, can prob- 
ably be obtained for only 90 to 95 percent of 
the participants in many of the plans. GAO 
found, however, that the problem goes beyond new 
employees; much participant data were missing 
for employees who had been working for years. 
Also, 67 of the 143 plans GAO reviewed had com- 
plete participant data, and another 23 plans had 
data for at least 95 percent of the partici- 
pants. This indicates that plans with missing 
participant data, especially those missing large 
amounts of data, could obtain more complete par- 
ticipant data. (See pp. 15 and 16.) 

Plan administrators for those plans with higher 
percentages of missing data said that some em- 
ployers and unions were not cooperating in sub- 
mitting the requested participant data. Some 
administrators have tried various methods to ob- 
tain the data, e.g., contacting the participants 
directly, with some success: others have done 
little to follow up and obtain the missing 
data. (See p. 16.) 

In a draft of this report, we proposed that 
Labor issue regulations establishing standards 
for the maintenance of complete participant data 
by pension plans to assure the adequacy of 
actuarial valuations. In commenting on this 
proposal, Labor stated (see app. I) that it did 
not believe that regulations are necessary. 
Rather, Labor stated its belief that existing 
guidelines and procedures for annual audits of 
plans by certified public accountants, in con- 
junction with fiduciary standards established 
under ERISA, are adequate. Labor considers that 
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the fiduciary standards generally call for 
fiduciaries of multiemployer pension plans to 
make reasonable and diligent efforts to collect 
participant data. 

In view of the nature of the findings in this 
report on incomplete participant data, GAO be- 
lieves Labor should issue regulations to ensure 
that pension plan trustees maintain sufficiently 
complete and accurate participant data to aid 
the actuary in making a reliable actuarial valu- 
ation. This would increase the importance of 
obtaining the data and give plan administrators 
more leverage in dealing with the employers and 
unions. (See pp* 25 to 27.) 

GAO does agree with Labor that it is not neces- 
sary to describe specifically all types of data 
a plan must maintain. GAO also agrees with the 
American Academy of Actuaries that a uniform 
level of data sufficiency should not be applied 
to all plans and that administrative feasibility 
and cost-benefit considerations should be part 
of the regulatory process (see app. II). Ac- 
cordingly, GAO believes the regulations should 
establish guidelines for the maintenance of suf- 
ficient participant data by pension plans to en- 
able the actuaries to calculate reliable actu- 
arial valuations rather than, as GAO initially 
proposed, establish standards for the mainte- 
nance of complete participant data by pension 
plans. The regulations GAO envisions would al- 
low the plans flexibility in dealing with varied 
circumstances and be similar to regulations 
Labor published for fiduciaries which provide 
general guidance on fiduciary responsibilities. 
(See pp. 15, 16, and 27.) 

LABOR AND IRS ENFORCEMENT PROGRAMS 
SHOULD BE EXPANDED TO INCLUDE 
PARTICIPANT DATA 

Labor is concentrating enforcement efforts on 
the inappropriate use of plan assets and con- 
siders the adequacy of participant data to be of 
low priority. Likewise, IRS' guidelines for re- 
viewing multiemployer plans do not require an 
examination of the completeness and accuracy of 
participant data. GAO believes that Labor and 
IRS enforcement programs should be expanded to 
include the review of actuarial valuation re- 
ports so compliance with the regulations on the 
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maintenance of participant data can be deter- 
mined. These agencies could easily determine 
the completeness of participant data during 
their normal pension plan reviews by obtaining 
and reviewing actuarial valuation reports. This 
additional procedure would, in GAO's view, 
require little additional enforcement effort. 
(See pp. 23 and 24.) 

DISCLOSURE OF POTENTIAL EFFECTS 
OF INCOMPLETE DATA IN ACTUARIAL 
REPORTS IS INADEQUATE 

The American Academy of Actuaries and the Soci- 
ety of Actuaries recommend that the actuarial 
reports for pension plans--the formal communica- 
tion of the actuarial valuation--indicate the 
extent to which any valuation is based on incom- 
plete participant data and the associated prob- 
able effects on the accuracy of actuarial cal- 
culations. However, there is no guidance on 
when and how this should be done. Also, the 
Joint Board for the Enrollment of Actuaries re- 
quires that actuaries certified by the Joint 
Board clearly identify any "material inadequa- 
cies in data and the implications thereof" but 
does not define or provide criteria as to what 
is a "material inadequacy in data." (See p. 36.) 

GAO found that for those 23 plans lacking com- 
plete data for over 20 percent of their active 
participants, the actuarial reports usually con- 
tained a statement to the effect that plan offi- 
cials should make a greater effort to get the 
data. However, only 3 of these 23 reports, and 
only 5 reports on the 76 plans with missing 
data, included statements by the actuaries that 
the situation could affect the reliability of 
actuarial results, and none mentioned the extent 
of the potential effect in their certifications. 
The lack of such statements applied even in 
those instances where large amounts of partici- 
pant data were missing and large dollar fluctua- 
tions in actuarial results occurred when previ- 
ously missing data became available. (See 
pp. 34 and 35.) 
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In addition, report statements regarding the 
lack of complete participant data were in the 
body of actuarial reports rather than in a sum- 
mary or certification statement where material 
inadequacies would be highlighted. (See pp. 17 
and 34 to 36.) 

The Executive Director of the Joint Board for 
the Enrollment of Actuaries expressed concern to 
GAO over the lack of statements in actuarial 
reports and certification statements on the 
potential effect of missing participant data on 
the reliability of actuarial results. (See 
p. 37.) 

RECOMMENDATIONS TO THE SECRETARIES 
OF LABOR AND THE TREASURY AND 
THE COMMISSIONER OF INTERNAL REVENUE 

To aid pension plans in obtaining and maintain- 
ing complete data on all participants, GAO re- 
commends that 

--the Secretary of Labor issue regulations under 
its ERISA authority to provide guidance for 
maintaining participant data and 

--the Secretary of Labor and the Commissioner of 
Internal Revenue direct their respective en- 
forcement groups, in reviewing multiemployer 
plans, to expand the scope of their audits to 
include a review of actuarial valuation re- 
ports to ascertain whether participant data 
are sufficiently complete to enable the actu- 
aries to make reliable actuarial valuations. 
(See p. 32.) 

GAO also recommends that the Secretaries direct 
the Joint Board for the Enrollment of Actuaries 
to promote action by and work in cooperation 
with the actuarial profession to develop appro- 
priate criteria and standards for the disclosure 
of the potential effect of material amounts of 
missing participant data on the reliability of 
actuarial valuations. (See p. 39.) 

AGENCIES' AND ACTUARIAL 
ASSOCIATIONS' COMMENTS 
AND GAO‘S EVALUATION 

Tou Sfnet 

GAO received comments on this report from the 
Departments of Labor and the Treasury, PBGC, 
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IRS, the Joint Board for the Enrollment of Actu- 
aries, the American Academy of Actuaries, and 
the Conference of Actuaries in Public Practice. 
(See apps. I through VII.) 

There was general agreement among the agencies 
and associations that participant data are cru- 
cial to the reliability of an actuarial valua- 
tion for a multiemployer pension plan. Further, 
they generally agreed that reliable actuarial 
valuations are necessary for the effective and 
efficient administration and regulation of 
multiemployer pension plan activities. There 
also was general agreement on GAO's recommenda- 
tion to develop appropriate criteria and stand- 
ards for the disclosure of the potential effect 
of material amounts of missing participant data 
on the reliability of actuarial valuations. 
Both actuarial associations emphasized the need 
for prompt implementation of this recommenda- 
tion. (See pp. 32, 33, and 39 to 41.) 

Labor does not concur with GAO's recommendations 
to issue regulations on participant data and ex- 
pand its enforcement efforts to review actuarial 
reports to identify plans lacking participant 
data. Labor believes that existing guidelines 
and procedures, in conjunction with the fiduci- 
ary standards established under ERISA, are ade- 
quate. However, in view of GAO's findings on 
incomplete participant data which affect the 
reliability of actuarial valuations, GAO be- 
lieves that Labor should issue regulations and, 
in cooperation with IRS, expand its enforcement 
efforts. IRS indicated (see app. III) a will- 
ingness to assist Labor in identifying plans 
where participant data are inadequate. (See 
PP* 25 to 27 and 28 to 30.) 
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CHAPTER 1 

INTRODUCTION 

The Multiemployer Pension Plan Amendments Act of 1980 
(MPPAA) was enacted on September 26, 1980, to amend the Employee 
Retirement Income Security Act of 1974 (ERISA). ERISA was the 
first comprehensive federal legislation regulating the private 
pension system. MPPAA made extensive changes to the ERISA 
provisions relating to multiemployer defined benefit pension 
plans1 (hereafter referred to as multiemployer plans). It was 
enacted because of congressional concern over the potential 
inadequacy of ERISA to prevent many multiemployer plans with 
potential financial problems from terminating. 

MPPAA's main purposes were to protect participants' and 
beneficiaries' interests by strengthening the financial condi- 
tion of multiemployer plans and to encourage their growth and 
maintenance. The major financial features of MPPAA were re- 
quirements to increase funding for all plans, provide special 
funding for financially distressed plans, and provide continued 
funding of the plans by certain employers that withdraw from 
particular plans. 

Responsibility for carrying out ERISA and MPPAA provisions 
is assigned to the Department of Labor, the Internal Revenue 
Service (IRS), 
(PBGC). 

and the Pension Benefit Guaranty Corporation 
Each organization publishes regulations implementing 

provisions of the acts, and Labor and IRS have programs of en- 
forcement to ensure compliance. 

Labor deals primarily with protecting employee and bene- 
fic,iary benefit rights. Among other things, Labor requires that 
plan trustees fully disclose the financial condition of the plan 
andI use plan assets solely for the benefit of plan participants 
and their beneficiaries. IRS deals with those provisions of the 
Internal Revenue Code embodied in the acts. 
include minimum funding standards, 

These provisions 

plans, 
determining the tax status of 

and appropriateness of the employers' deductions for con- 
tributions to the plans. PBGC is a government corporation which 

1Defined benefit pension plans generally provide specifically 
determinable benefits based on such factors as years of 
employment and compensation received. They include plans which 
are sponsored by single employers (referred to as single 
employer defined benefit pension plans) and those which are 
established and maintained through collective bargaining 
between employee representatives and more than one employer 
(referred to as multiemployer defined benefit pension plans). 



maintains an insurance program to protect benefits of plan par- 
ticipants and their beneficiaries in the event that multi- 
employer pension plans become insolvent. 

Multiemployer plans subject to ERISA and MPPAA are required 
to report voluminous data to the government annually. The types 
of data include plan types, participants, mergers, terminations, 
assets, liabilities, expenses, and actuarial data. These annual 
reports are filed with IRS. IRS processes the reports, incor- 
porates them into its computer system, and provides copies of 
the computer tapes to Labor and PBGC. 

MPPAA requires GAO to (1) study the effects of its provi- 
sions on participants, beneficiaries, employers, and others and 
(2) report the results of the study to the Congress by June 30, 
1985. This report is part of the required study and deals with 
the development and reporting of actuarial information. Such 
development and reporting is done by an actuary who is an expert 
in the design, financing, and operation of insurance, pension, 
and other employee benefit plans. Application of the major 
provisions of MPPAA depends on actuarial information. 

TRUSTEES ARE RESPONSIBLE FOR 
MANAGEMENT OF MULTIEMPLOYER PLANS 

Multiemployer plans are generally governed by trust fund 
agreements executed between a union(s) and certain employers 
operating within the geographical jurisdiction of the associated 
union(s). Each plan is generally managed by a board of trustees 
composed of an equal number of employer and employee representa- 
tives. The boards establish all rules and regulations for 
administration of the plans. The rules and regulations normally 
apply to such things as (1) eligibility requirements for plan 
participation, (2) type of benefits which usually include nor- 
mal, early, and disability retirement and preretirement death 
benefits, (3) benefit amounts, (4) benefit eligibility require- 
ments, and (5) benefit annuity options. 

Pension plans are generally financed through employer con- 
tributions made on behalf of its employees. Employer contribu- 
tions are established through the collective bargaining process, 
and the manner in which the contributions are to be made is set 
forth in the applicable labor contract. Contributions are used 
to pay current pension benefits and administrative expenses, 
with any remainder being invested in various types of marketable 
securities, such as common and preferred stock and fixed income 
securities. These securities generate additional income for the 
pension plan in the form of interest, dividends, and apprecia- 
tion in asset value. 
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Because trustees are involved in the many duties associated 
with being either an employer, employer association official, or 
labor union official, the day-to-day administration of the plan 
is entrusted to an administrator. The administrator's responsi- 
bilities include collecting employer contributions (payments to 
the plan), processing retirement applications, and paying bene- 
fits. Also, the administrator is responsible for developing, 
implementing, and maintaining the necessary records systems to 
administer the plan. In addition to employing an administrator, 
a plan's trustees buy professional services from outside firms-- 
legal, investment, actuarial, and public accounting--to assist 
them in the management and administration of the plan. 

While many purchased services are needed by the trustees in 
the management and operation of a pension plan, perhaps none is 
mOre important than the services provided by the actuary. The 
actuary is usually involved in the initial design of the pension 
plan, periodically values the plan to determine its financial 
status, and is frequently called on to render advice to the 
board of trustees on matters that could financially affect the 
plan. 

ACTUARIES ARE HIGHLY 
TRAINED PROFESSIONALS 

Actuaries traditionally have educational backgrounds that 
emphasize mathematics. In this work, they often use knowledge 
of algebra, probability, and statistics to define, analyze, and 
solve problems involving financial risk. The financing of a 
pension plan, for example, can require estimates and calcula- 
tions of future income and outgo for several decades and for 
thousands of participants. In those calculations, the actuary 
usea probabilities of death, disability, and retirement with 
algebraic formulas to determine employers' required annual plan 
contributions. 

To be eligible to perform actuarial services for a multi- 
employer plan, an actuary must be what is referred to as an 
enrolled actuary. Specifically, an enrolled actuary is an 
ind$vidual who has satisfied the standards and qualifications 
set forth by the Joint Board for the Enrollment of Actuaries. 
The Joint Board was established by the Secretaries of Labor and 
the 'Treasury-- as required by ERISA-- to regulate those actuaries 
providing services to private pension plans covered by the act. 

Under the regulations established by the Joint Board to be 
an enrolled actuary, an individual must have (1) qualifying ex- 
perience, (2) basic actuarial knowledge, and (3) pension ac- 
tuarial knowledge. To meet the experience requirement, an in- 
dividual within a lo-year period immediately preceding applica- 
tion for enrollment must have completed either 
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--a minimum of 36 months of responsible pension actuarial 
experience or 

--a minimum of 60 months of responsible actuarial experi- 
ence, including at least 18 months of responsible pension 
actuarial experience. 

To meet the basic actuarial knowledge requirement, an ap- 
plicant must either 

--successfully complete an examination prescribed by the 
Joint Board in basic actuarial mathematics and method- 
ology including compound interest and principles of life 
contingencies; 

--successfully complete one or more proctored examinations 
given by an actuarial organization which the Joint Board 
has determined cover substantially the same subject 
areas, have at least a comparable level of difficulty, 
and require at least the same competence as the Joint 
Board basic examination; or 

--receive a bachelor's or higher degree from an accredited 
college or university after the satisfactory completion 
of a course of study in which the major area of concen- 
tration was actuarial mathematics or its equivalent. 

To meet the pension actuarial knowledge requirement, an 
applicant must either 

--successfully complete an examination prescribed by the 
Joint Board in actuarial mathematics and methodology 
relating to pension plans including the provisions of 
ERISA relating to the minimum funding requirements and 
allocation of assets on plan termination or 

--successfully complete one or more proctored examinations 
given by an actuarial organization which the Joint Board 
has determined cover substantially the same subject 
areas, have at least a comparable level of difficulty, 
and require at least the same competence as the Joint 
Board pension examination. 

ACTUARIES ARE INVOLVED IN 
DESIGNING PENSION PLANS 

Plan trustees look to the actuary for assistance in design- 
ing the basic provisions of the plan. The actuary, being in- 
volved in evaluating pension plans, possesses the knowledge, 
experience, and understanding of the various components and 
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provisions that comprise a pension plan and is the person most 
capable of estimating the potential cost of the many provisions 
that could be adopted. 

Some of the basic factors in plan design include 

--benefit formula for normal retirement, 

--service and age requirements for participation, 

--retirement annuity options and eligibility requirements, 

--contribution rate structure, 

--pension credit requirements, 

--disability provisions, and 

~ --death provisions. 

~ These provisions are fundamental to pension plans and are 
formalized in the collective bargaining agreement and pension 
plan document. These documents provide the operating framework 
forithe pension plan at the time it is initially designed as 
well as during its operation over the ensuing years. 

ACTUARIES PERIODICALLY 
VALUE PENSION PLANS 

) Under ERISA, an actuarial valuation must be made of each 
plan at least once every 3 years. Actuarial valuations, among 
other things, are intended to determine (1) the financial condi- 
tion of the plan, (2) the required annual employer contribu- 
tions, and (3) if a pension plan is on track toward the goal of 
haviing sufficient assets to meet benefit payments as they fall 
due.~ This determination is performed by comparing estimated 
futuire benefit payments with available assets and future antici- 
pateid contributions. The basic mathematical technique that the 
actubry uses to make calculations is called an actuarial cost 
methbd. There are several such cost methods used for multi- 
emplbyer pension plans, and each produces a different pattern of 
annu 

P 

1 payments to pay for the promised benefits. 

,The results of these periodic valuations are presented in 
formbl reports submitted to the pension plan board of trustees. 
Accokding to generally accepted actuarial practices, an ac- 
tuarial report should present results showing the current fi- 
nancial status and projections that give an insight into the 
futuire. Also, it should include suggestions/recommendations for 
timely action whenever needed. 
used!tot 

Generally, actuarial reports are 
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--Provide information concerning the adequacy of employer 
contributions and substantiate their tax deductibility. 

--Provide a description of emerging plan experience since 
the date of the prior valuation. Such experience will 
be used, in part, to justify changes in actuarial as- 
sumptions pertaining to future expected plan experience. 

--Serve as a reference source for discussions throughout 
the year relating to the plan. 

--Provide enough statistical information and other details 
to enable other knowledgeable independent persons to 
determine the reasonableness of the valuation results and 
the reasonableness of any recommendations made. 

Since the passage of ERISA, the information presented in 
the actuarial valuation report has been expanded to meet various 
statutory requirements imposed by ERISA and MPPAA. For example, 
ERISA requires enrolled actuaries to certify to the actuarial 
information included in the plan’s annual report to the govern- 
ment. The required certification follows. 

“To the best of my knowledge, the information sup- 
plied in this schedule and on the accompanying 
statement, if any, is complete and accurate, and in 
my opinion the assumptions used in the aggregate (a) 
are reasonably related to the experience of the plan 
and to reasonable expectations, and (b) represent my 
best estimate of anticipated experience under the 
plan.” 

Although the above certification is required pursuant to 
ERISA to be included in the annual report to the government, the 
actuary is not required to certify in the actuarial valuation 
report to the plan trustees that the actuarial information or 
results are complete and accurate. However, many actuaries 
employed by firms providing actuarial services to multiemployer 
pension plans include the above or a similar certification 
statement in their reports. 

ACTUARIES PROVIDE TRUSTEES 
WITH ADVISORY SERVICES 

In addition to their involvement in a plan’s initial design 
and the preparation of a valuation report, many actuaries attend 
board of trustees meetings. Generally, at these meetings, the 
actuary discusses not only the valuation results but also such 
matters as the (1) feasibility of adopting benefit increases and 
the resulting financial effect on the plan, (2) financial 
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strategies to be considered to assure an orderly accumulation of 
assets in the fund, (3) employment trends in the industry, and 
(4) potential consequences of a plan merger. 

OBJECTIVES, SCOPE, AND METHODOLOGY 

Generally, our legislatively mandated study objectives were 
to determine MPPAA's effects on parties associated with multi- 
employer plans. Because of the broad objectives and complexi- 
ties of the issues involved, we separated the study into seg- 
ments by major functions and areas of concern which MPPAA was 
believed to affect. This report, which focuses on the develop- 
ment and reportin 

% 
of actuarial information, is the third in a 

series of reports we are issuing on multiemployer plans. 

To have a common frame of reference and basis for overall 
analysis and to minimize the effect of our study on multi- 
employer plans and associated parties, we (1) focused our study 
on 149 multiemployer pension plans with 100 or more participants 
and (2) used the data collected as the primary data source for 
411 segments of our study. 

We used random selection techniques to select the 149 plans 
from the total plans being administered in 14 states and the 
District of Columbia. For the selection process, we used plans 
that were recorded by PBGC in July 1981 as having paid premiums 
for plan year 1979. The selected plans had about 3.5 million 
participants. 

We chose the 14 states and the District of Columbia because 
the multiemployer pension plans in those areas covered a diver- 
sity of plans by industry, all geographical regions of the 
country, large nationwide plans, and about 70 percent of the 
participants in all multiemployer plans. 

In plan year 1979, the 149 sample plans and their partici- 
pants represented about 

--11.7 percent of the 1,276 multiemployer plans with 100 
or more participants being administered in the 14 states 
and the District of Columbia and about 56 percent of the 
6.2 million participants reported by the 1,276 plans and 

2Multiemployer Pension Plan Data Are Inaccurate and Incomplete 
(GAO/HRD-83-7, Oct. 25, 1982) and Assessment of Special Rules 
Exempting Employers Withdrawing from Multiemployer Pension 
Plans from Withdrawal Liability (GAO/HRD-84-1, May 14, 1984). 
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--7.7 percent of the 1,924 total multiemployer plans with 
100 or more participants and about 42 percent of the 
8.3 million participants reported by the 1,924 plans. 

We compared the sample plans, stratified by size and pri- 
mary industry represented by the plans, with the similarly 
stratified total of 1,276 plans with 100 or more participants 
administered in the 14 states and the District of Columbia 
covered by the review. Based on this comparison, we believe 
that the 149 plans reasonably represent the sizes and industries 
common to multiemployer plans listed in PBGC's files as being 
administered in the geographic areas of the sample plans. 

We concentrated our efforts on about one-third of the 149 
randomly selected plans to obtain an understanding of what serv- 
ices the actuary provided and how actuarial information was used 
to help the trustees in managing the plans. These plans con- 
stituted a cross section of the 149 plans by industry, size, 
geographical location, as well as firms providing actuarial 
services. We interviewed plan administrators, trustees repre- 
senting both the employers and employees, and the actuaries. 
Also, we reviewed minutes of trustees' meetings and correspond- 
ence between plan officials and the actuary. 

We researched technical publications, articles in profes- 
sional journals, and textbooks on the basic concepts underlying 
the various actuarial cost methods and the differences in ac- 
tuarial calculations under each cost method. We supplemented 
this textbook approach by reviewing the more current actuarial 
valuations which were available for 143 of the 149 selected 
plans --actuarial valuations were not available for 6 of the 
plans. Depending upon the particular plan, the actuarial valua- 
tions ranged from plan year 1976 to plan year 1982. We also re- 
viewed the actuarial calculations and assumptions supporting the 
actuarial valuation for five specific plans with the appropriate 
actuary. Our fieldwork was performed from March 1982 through 
July 1983. 

The actuarial valuations for the 143 plans were also used 
to determine (1) the extent to which the individual plans lacked 
complete participant data, (2) the potential and in some 
instances the actual effect of incomplete data on actuarial cal- 
culations when missing data eventually become available, and (3) 
the progress or lack of progress made by the plans in obtaining 
complete data on plan participants. We contacted plan adminis- 
trators for some of the plans having the more significant 
amounts of missing data to determine the reasons for incomplete 
data. 



We discussed the ramifications of incomplete participant 
data with representatives of four firms providing actuarial 
services to many multiemployer pension plans as well as the 
American Academy of Actuaries and the Joint Board for the 
Enrollment of Actuaries. We also discussed the effects of in- 
complete participant data with officials of PBGC, the Department 
of Labor, and IRS. 

To help us conduct the mandated study, MPPAA gave us the 
right to examine any information in the possession or control of 
the plan administrator or sponsors that we believe was pertinent 
to the study. MPPAA, however, prohibited us from publicly dis- 
closing the identity of any individual in presenting the in- 
formation obtained. Although this report includes individual 
comments, illustrations, and case studies, the information is 
presented in a fashion to prevent indirect disclosure. 

We made our review in accordance with generally accepted 
government audit standards. The work was planned and carried 
out and the conclusions and recommendations developed in coopera- 
tion with GAO actuaries who are fellows of the Society of Ac- 
tuaries. 
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CHAPTER 2 

INCOMPLETE DATA AFFECT RELIABILITY 

OF ACTUARIAL VALUATIONS 

The results of actuarial valuations are more reliable when 
based on complete and accurate participant data. Participant 
data are just about the only factual information that is used 
during the valuationt the remainder are estimates based on 
projections of future events. Pension plan fiduciaries-- 
persons, such as trustees, who exercise discretionary control or 
authority over plan management or assets--have an obligation to 
maintain sufficiently complete participant data to enable the 
actuary to make a reliable actuarial valuation. 

Yet, we found 76 of the 143 multiemployer pension plans 
(53 percent) lacked complete data for over 330,000 active par- 
ticipants. This represented about 13 percent of the active par- 
ticipants in the 143 plans. The missing data, which ranged from 
1 to 75 percent for the individual plans, included dates of 
birth, dates of employment, and gender. In some instances, 
dates of birth were also missing for other participants, such as 
beneficiaries. 

When actuaries receive incomplete participant data, they 
make assumptions about the unknown data so that all participants 
are included in the actuarial calculations. When all or a por- 
tion of the incomplete data becomes available, the valuations 
can produce large dollar differences from those previously 
arrived at through use of assumptions. On one plan, for ex- 
ample? the actuarial liability (pension costs allocated to prior 
years) was reduced by about $20 million when previously missing 
dates of birth for almost 1,700 participants were obtained. For 
another plan, more complete and accurate data increased the ac- 
tuarial liability by over $27 million. 

Trustees of multiemployer pension plans use the results of 
actuarial valuations, among other things, to implement MPPAA's 
main financial features (e.g., the amount of continued funding 
needed from certain employers who have withdrawn from the pen- 
sion plans) and to determine the financial condition of the 
plans and the affordability of benefit increases. Actuarial re- 
sults are also included in annual reports which are used by IRS, 
Labor, and BBGC to administer and enforce ERISA and MPPAA. 
Thus, in order to effectively and efficiently administer pension 
plans, it is important to have reliable actuarial valuations 
based on sufficient participant data. 
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Plan trustees are responsible for the completeness and 
accuracy of participant data. In carrying out the responsibili- 
ties, however , plan administrators have encountered a lack of 
cooperation on the part of some employers and unions in submit- 
ting participant data. Regulations providing guidance on the 
maintenance of participant data and adequate enforcement by 
Labor and IRS would, in our opinion, provide the impetus for 
plan trustees to obtain adequate data for use in actuarial 
valuations. 

PARTICIPANT DATA ARE CRUCIAL 
TO ACTUARIAL VALUATIONS 

The determination of the present value of future benefits 
is central to the actuarial valuation of a pension plan. This 
calculation for normal retirement benefits is based on benefit 
provisions, participant data, and assumptions about future 
events involving the participants and the rate of return on the 
investment of plan assets. An example of such a present value 
oalculation follows. For each participant, the actuary esti- 
mates (1) the individual participant's monthly benefit at normal 
retirement age, (2) the probability that the individual will 
survive to collect the retirement benefit, and (3) an annuity 
factor which is the amount of money needed at retirement to 
provide $1 in monthly benefits for life. Combining these three 
estimates for an individual and discounting the result to the 
present produces the present value of future benefits. Present 
value calculations must be made for each type of benefit cur- 
rently provided under the plan, i.e., disability and death, and 
for each participant in the plan. Summing of these individual 
amounts yields the present value of future benefits for the plan 
as a whole as of the valuation date. 

c Participant data-- age, years of service, and gender-- 
omprise most of the factual data used by the actuary for cal- 

culations of the present value of future benefits. In our ex- 
aim Net age and service are used to determine the monthly bene- 
flit. The probability of working to retirement age is based on 
actuarial assumptions (estimates) about the frequency of mor- 
t~ality, disablement, and termination of employment--events dir- 
ectly related to z+p individual's age and, in some instances, 
gender. The discount period used to calculate the present value 
is from current age to retirement age, and the discount rate 
reflects the plan's expected future rate of return on invest- 
ments. Clearly, it is important that participant data are 
available and accurate. 

Participant data are also used to determine how much of the 
present value of future benefits is applicable and payable in 
the current year and how much is applicable to preceding and 
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subsequent years. For most of the pension plans we reviewed, 
this determination involves allocating the present value of 
future benefits on a relatively even basis over a participant's 
anticipated work life. The age of each participant is a factor 
in this allocation procedure, All other related actuarial 
figures, such as the unpaid portion of the present value of 
future benefits allocated to prior years (unfunded actuarial 
liability) flow from these calculations. The actuarial informa- 
tion resulting from these calculations is used to assess the fi- 
nancial condition of a pension plan. As a result, participant 
data, especially age, are fundamental for performing actuarial 
valuations. 

MAINTAINING GOOD RECORDS 
IS A FIDUCIARY RESPONSIBILITY 

An important feature of ERISA, designed to prevent abuse 
~ and misuse of plan funds, is the stringent requirements placed 

on fiduciaries. Specifically, section 404(a)(l)(A) and (B) 
states that: 

"A fiduciary shall discharge his duties with respect 
to a plan solely in the interest of the participants 
and beneficiaries and . . . for the exclusive pur- 
pose of . . . providing benefits to participants and 
their beneficiaries . . . with the care, skill, 
prudence, and diligence under the circumstances then 
prevailing that a prudent man acting in a like 
capacity and familiar with such matters would use in 
the conduct of an enterprise of a like character and 
with like aims . . . ." (emphasis added) 

I Labor has primary responsibility for administering and en- 
forcing the fiduciary provisions of ERISA. Officials of Labor's 
Office of Fiduciary Standards advised us that Labor considers 
that the maintenance of records needed in the management and 
administration of a plan is a continuous responsibility of the 
plan fiduciary. For multiemployer pension plans, these records 
normally would include the type of data on plan participants 
that an actuary would need to perform those actuarial valuations 
required under ERISA. Labor further considers that the prudent 
person requirement of ERISA generally calls for fiduciaries of 
multiemployer pension plans to make reasonable and diligent ef- 
forts to collect participant data. In Labor's view, matters of 
fiduciary conduct can be considered only case by case and are 
not appropriate for the imposition of specific rules by regula- 
tion. Accordingly, Labor has not issued regulations for the 
maintenance of participant data by pension plans. 
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MANY MULTIEMPLOYER PENSION PLANS 
L&K COMPLETE PARTICIPANT DATA 

Actuarial valuations for the 143 multiemployer pension 
plans we reviewed show that about 53 percent lacked complete 
data for active participants, i.e., current workers. Some 
actuaries and plan administrators believe that obtaining com- 
plete data on all participants is impractical due to the con- 
stant stream of new employees. This may be true for some new 
employees, but 47 percent of the plans we reviewed had the data 
on all active participants. Further, the actuarial valuations 
indicate that many of the participants involved are other than 
new employees. 

Over half of the plans reviewed 
are missing some participant data 

We reviewed the most recent actuarial valuations for 143 
multiemployers plans having over 3.5 million participants--2.5 
million active participants, and 1 million participants who are 
inactive but will receive or were receiving benefits. As shown 
below, 76 of the 143 plans lacked complete data on active par- 
ticipants. For the 76 individual plans, the number of active 
participants missing at least one element of information--date 
of birth, date of service, or gender --ranged up to 75 percent. 

I NUMBER OF PLANS MISSING DATA ON ACTIVE PARTICIPANTS 

Percent of Number Percent of 
missing data of plans total plans 

50 - 75% 5 3 
31 - 49% 8 6 
21 - 30% 10 7 
11 - 20% 16 11 

6 - 10% 14 10 
l- 5% 23 16 

I 
Subtotal 76 53 

No missing data 67 47 

Total 143 100 

1 
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Most of the over 330,000 participants in the 76 multiem- 
ployer plans for which participant data were missing belong to 
the larger plans, and as shown below, the larger plans have the 
greater percentage of the active participants for whom some data 
are missing. This schedule also shows that the most common 
missing characteristic is date of birth which can have a great 
effect on actuarial calculations. In addition, though not shown 
in the schedule, five plans lacked the date of birth for over 
48,000 inactive participants. 

EXTEW AND TYPE OF MISSING DATA BY PLJW SIZE 

Actives-primary missing characteristics 

Percent 
of active 

Plan size/ Date of Service participantz 
participants birth date Gender Totala in 143 plane 

Over 50,000 145,858 62,289 63,800 226,792 13 
20,001 - 50,000 50,984 484 26,283 65,941 13 
10,001 - 20,000 22,599 5,384 0 26,852 19 
5,001 - 10,000 4,076 68 173 4,317 6 
1,001 - 5,000 4,850 1,263 0 5,630 9 

501 - 1,000 376 196 0 377 4 
101 - 500 369 13 0 369 7 

l[btal 229,112 69,697 90,256 330,278 13 

"If a plan lacked more than one of the three data elements for any 
one participant, the participant was only counted as one for 
purposesof this column. Twc data elements were lacking for 58,787 
participants; none lacked all three elements. 
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The following schedule shows that the larger the plan, the 
greater the likelihood that there are missing data for active 
participants. More importantly, it shows that regardless of 
plan size, complete data can be obtained. 

FREQUENCY OF MISSING DATA BY PLAN SIZE 

Number of plans Percent 
of plans 

Plan size/ Missing Not missing missing 
participants data data Total data 

f)ver 50,000 13 3 16 81 
20,001 - 50,000 13 8 21 62 
10,001 - 20,000 9 5 14 64 

5,001 - 10,000 8 6 14 57 
1,001 - 5,000 18 18 36 50 

501 - 1,000 6 9 15 40 
101 - 500 -2 18 27 33 - - 

Total 76 67 143 53 
- G - 

14 may be impossible to have data 
on all participants, but the current 
situation could be improved 

According to some actuaries and plan administrators, most 
pension plans have some incomplete participant data at any point 
in time due to the number of people entering and, in some 
instances, leaving plans before the information can be obtained 
and/or verified as correct. They stated that these participants 
ha)ve minimal effect on the actuarial values of a pension plan 
since they have little or no service time. k They also stated 
th, re is a natural delay in obtaining data on new and transitory 
pa ticipants, 

i 

and obtaining complete data on 90 to 95 percent of 
th participants is probably the maximum achievable for many 
mu, tiemployer plans. 

c We agree that data for all new participants may not be 
av ilable at the actuarial valuation date. But, the problem 
goes beyond new participants. For instance, we found that many 
of the 330,000 participants with missing data were not new em- 
ployees because actuaries frequently excluded employees with 
le$s than 1 year of service from their actuarial valuations. In 
fact, many participants with missing dates of birth had over 4 
years of service. 
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The American Academy of Actuaries in commenting on a draft 
of this report (see app. II) noted that industry workforce dis- 
tribution, such as frequency of turnover and mobility, varies 
widely in multiemployer plans and may make the achievement of 
higher levels of participant data more difficult in different 
industries. The Academy also noted that geographical differ- 
ences in plan coverage would make institution of a uniform 
measure of participant data sufficiency much more burdensome on 
some plans than on others. 

We generally agree that these factors could cause delays 
for some plans in obtaining participant data in a timely faeh- 
ion. However, as previously shown, 67 of the 143 plans we ex- 
amined had complete data, and another 23 had the required data 
for at least 95 percent of the participants. These plans, some 
of which were quite large, apparently overcame the difficulties 
cited by the Academy. This indicates to us that plans with 
missing participant data, especially those with large amounts of 
missing data, could obtain more complete participant data. 

~ Plan administrators' comments 
on missing data 

We discussed the participant data problem with administra- 
tors of 15 pension plans that have experienced high percentages 
of missing data over the last several years. In general, the 
administrators stated that they and the trustees were concerned 
with the magnitude of missing data and were aware of the poten- 
tial effect this situation may have on actuarial valuation re- 
suits. They cited the lack of cooperation from employers and 
unions as the main problem. Participant enrollment cards 
requesting data, such as date of birth, beginning service date, 
and gender, are sent to the participants through the employer or 
union and are to be returned through the same channel. Many 
cards are not returned, according to the plan administrators, 
and many that are returned do not contain complete and accurate 
data. Some administrators follow up with additional requests 
when the cards are not returned, but others do not. 

Some administrators have resorted to other means to obtain 
the data. One mailed the enrollment cards directly to the par- 
ticipants with return postage guaranteed. A few have used 
records from employee health and welfare plans. Another is at- 
tempting to require employees to fill out cards when they visit 
the office to collect their vacation pay. Other plans are using 
the trustees to convince the unions to help the plans get the 
data. Most have been successful to some degree but not com- 
pletely. These plans were still among those lacking the most 
data. 
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ASSUMPTIONS FOR MISSING 
PARTICIPANT DATA AFFECT THE 
RESULTS OF ACTUARIAL VALUATIONS 

Actuaries, when confronted with incomplete or inconsistent 
data on plan participants, make assumptions about these unknowns 
so the applicable participants can be included in the actuarial 
valuation. They may assume that participants with unknown dates 
of birth are distributed the same as those for whom dates are 
known or are equal in age to the average of the active partici- 
pants for whom ages are known. The assumption of age may be 
asserted based on other known participant data, such as years of 
service. 

Use of assumptions for unknown participant data can affect 
the reliability of the results of actuarial valuations. For ex- 
ample, in one instance where the plan lacked complete data for 
45. percent of the active participants, 
body of the actuarial report that 

the actuary stated in the 

"the effect on the valuation of these employees 
without complete data is such that it is nearly 
impossible to certify the actuarial valuation re- 
sults with any certainty that the costs and fund- 
ing period are realistic." 

In another instance where the completeness of data on ac- 
tive participants was deteriorating, the actuary recommended 
collecting missing data on a year-to-year basis and stated 
"otherwise, the reliability of the actuarial cost projections 
will be highly impaired." 

The subsequent availability of previously missing partici- 
p&t data and their use to value the plan may cause large dollar 
dqfferences from those previously reported. Changes in partici- 
pdnt data affect many of the actuarial calculations, e.g., the 
present value of future benefits, the value of these benefits 
allocated to prior years (commonly referred to as costs allo- 
cated to prior years), and the present value of vested benefits. 
When viewed strictly in terms of the financial condition of a 
plan, changes are favorable when costs allocated to prior years 
are reduced. n Conversely, changes increasing prior costs are 
u favorable. 

Actuarial valuation reports normally include a statement of 
changes in the actuarial results from the prior period. How- 
ever, only 15 of the 76 plans with missing participant data 
indicated that the changes to some extent resulted from pre- 
viously missing data becoming available. In the other 61 plans, 
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the effect of changes in participant data, if any, was combined 
with other factors and could not be determined. The following 
examples of changes in valuations from the actuarial reports, 
which did disclose the effect of missing participant data, show 
that, when missing participant data are made available to the 
actuary, large dollar changes in the actuarial valuation can 
result. 

EXAMPLES OF CHANGES IN ACTUARIAL VALUATIONS 
WHEN MISSING PARTICIPANT DATA ARE OBTAINED 

Change in prior 
years' costs 

$27,416,000 - 
increase 

Reasons for change 

Missing age and service data for 26% 
of plan participants were obtained. As 
a result, over 2,000 participants were 
reclassified in the current valuation. 
Also, the new data resulted in some 
active employees being shifted between 
benefit groups. Most of this increase 
was attributable to these two events. 

$45,638,000 - 
increase 

Dates of birth for 12,000 of the 
19,000 participants previously lacking 
such data became available. The 
increase was primarily attributed to 
this event. 

$19,717,000 - 
decrease 

Dates of birth for 1,700 of the 9,100 
participants previously lacking such 
data became available. The decrease 
was primarily attributed to this event. 

$4,348,000 - 
decrease 

Dates of birth for over 2,500 of the 
13,000 participants previously lacking 
such data became available. The 
largest portion of the decrease was 
attributed to this event. 

$2,058,000 - 
decrease 

The decrease resulted from corrections 
made in dates of birth and expected 
vesting dates previously missing. 

$15,900,000 - 
decrease 

The decrease resulted from the cal- 
culation of the value of future bene- 
fits for active participants based on 
the actual credited years of services. 
Previously, the data provided the ac- 
tuary were estimated. 
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In commenting on this report (see app. IV), PBGC stated 
that it would be helpful to have a sense of materiality of the 
cost increase, for example, the percentage of the prior years* 
costs represented by the dollar increases could be shown. Also, 
the Joint Board for the Enrollment of Actuaries (see app. V) 
stated that it is more appropriate to express the effect as a 
percentage of the described item rather than in dollars. 

We agree that showing the percentage of change in prior 
years' costs would normally be appropriate in determining 
whether the change was significant for a particular pension 
plan. However, of the plans in our sample that indicated 
adjustments in actuarial valuations resulted from missing par- 
ticipant data, only one plan obtained all of the missing data. 
Thus, citing either percentages or dollar values in relation to 
prior years' costs would not show the true relationship between 
missing data and prior years' costs and could be misleading be- 
Krause they are applicable to only a portion of the previously 
missing participant data. In the one case in our sample where 
the plan obtained all of the missing participant data, it re- 
sulted in an 8.2-percent change in costs charged to prior years 
which, in our opinion, is a material change. 

Representatives of several firms providing actuarial serv- 
ices to a number of multiemployer plans stated that the com- 
pleteness of participant data is but one of several factors 
t/ffecting the accuracy of actuarial valuations. We agree that 
many factors used in an actuarial valuation are estimates and 
uan be expected to vary from actual experience and usually do. 
On the other hand, participant data are factual. Consequently, 
actuarial valuations are more accurate when participant data are 
complete and accurate. It is only when participant data become 
an estimate that such data can affect the accuracy of the 
valuation. 

ACTUARIAL RESULTS ARE USED 
'Iy) MANAGE PENSION PLANS 

Actuarial valuations are the source for determining the fi- 
nancial condition and funding status of pension plans. Con- 
sequently, they are relied on heavily by trustees to make man- 
a~gement decisions, 
c eases 

such as the plan's funding policy and in- 

r 
in benefits. Actuarial information is also used by the 

plans to implement major provisions of MPPAA, e.g., continued 
fbnding of the plan by certain employers that withdraw from the 
p,lan. In addition, actuarial information is used for the annual 
report to IRS on the plan's operations and financing. There- 
fore, trustees need reliable actuarial information. 
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The use of unreliable actuarial information by plan offi- 
cials could have certain adverse effects. If a plan's value of 
future benefits is overstated, the annual contribution required 
from employers would likewise be overstated. This situation may 
indicate to the trustees that it is presently not feasible to 
improve pension plan benefits. Younger participants might not 
be affected by this type of situation because they could even- 
tually receive a benefit increase when sufficient participant 
data are subsequently obtained to enable the actuary to make 
more reliable valuations. However, those participants nearing 
retirement may be denied an increase in benefits. This situa- 
tion is described in the following excerpts from an actuarial 
valuation. 

"More than 25% of all participants were missing 
either dates of birth or dates of hire or both. 
We made certain conservative assumptions about 
this missing information in order to perform the 
valuation and it is not likely that our assump- 
tions are accurate . . . . It is necessary to 
make such conservative assumptions to insure that 
all liabilities are fully included and no under- 
funding will occur. However, this also could be 
preventing increases in benefits to current par- 
ticipants . . . ., it may be construed by a plan 
participant that the plan administrator is pre- 
venting benefit improvements by keeping incom- 
plete records." 

An overstatement of this nature could possibly require an 
increase in the employer contribution rate when, in fact, it is 
not necessary. Conversely, an understatement could result in 
the trustees increasing benefits when they cannot afford to do 
so. 

Actuarial information is used to implement the withdrawal 
liability provisions of MPPAA. Specifically, employers that 
cease their participation in a multiemployer pension plan are 
generally liable to the plan if the value of vested benefits 
exceeds assets. The value of vested benefits is the portion of 
the present value of future benefits that is payable regardless 
of whether the participants continue in the plan. Overstated 
vested benefits could cause employers withdrawing from a plan 
being assessed and paying amounts greater than amounts that they 
would pay if the valuation was based on sufficient participant 
data. On the other hand, understated vested benefits could re- 
sult in lower payments than required, which would be to the 
detriment of the plan and remaining employers. An example of 
this type of situation is contained in the following excerpt 
from an actuarial valuation. 
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"The employee data provided by the Plan Manager 
as of May 1, 1981 had significantly fewer records 
with incomplete or inconsistent data than did the 
employee data provided for the previous valuation 
and represents a significant improvement in the 
quality of the data. The May 31, 1981 employee 
data contained 1,406 inactive, vested records 
compared to 686 reported as of May 31, 1980. 
This increase is too large to be attributable 
solely to terminations in the 1980-81 plan year 
and must be in part attributable to an improve- 
ment in the data. A review of a sample of termi- 
nated vested employees who, according to the data 
in their records, should have been listed as 
terminated vested as of May 31, 1980, revealed 
that many had been listed as terminated nonvested 
as of May 31, 1980 and confirmed that the large 
increase in the number of terminated vested em- 
ployees was mostly attributable to an improvement 
in the quality of the data.“1 

The value of vested benefits and pension costs allocated to 
the current year are used in determining whether a plan is fi- 
nancially distressed. MPPAA requires that plans considered in 
financial distress take certain actions to improve their finan- 
cial condition. Over- and under-statements of these two actua- 
rial amounts could distort the determination and, in some cases, 
defeat the intent of applicable provisions of MPPAA. 

Annual reports required to be submitted to IRS on pension 
plan operations and financing include much of the information 
from the actuarial valuation. Such information includes the 
present value of vested benefits, pension costs allocated to 
prior years, actuarial gains or losses, unfunded prior years' 
'cost and the annual amortization thereof, and the current year 
cost allocation. These entries disclose the financial status of 
the plan, and some are used to show compliance with requirements 
established by ERISA and MPPAA. 

FEDERAL AGENCIES NEED ACCURATE INFORMATION 
TO ADMINISTER AND ENFORCE MPPAA 

To effectively monitor and enforce multiemployer plan com- 
pliance with ERISA's participant protection and insurance pro- 
gram provisions and study the effects of current ERISA provi- 
sions, IRS, PBGC, and Labor need accurate and complete 

lVested benefits for this group of participants went from 
$9.8 million to $17.0 million during that year, an increase of 
$7.2 million. 
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information on the plans covered by the provisions and annual 
and multiyear information on the plans' characteristics, opera- 
tions, and financing. As previously discussed, the information 
submitted to these agencies based on actuarial valuations may 
not be as reliable as it could be because of missing participant 
data. IRS was aware that many plans were missing participant 
data when ERISA was enacted. At that time, however, IRS be- 
lieved that regulations requiring complete data would have 
imposed additional administrative expense on the plans to the 
detriment of employee benefits. 

Data reporting and use 

Form 5500 "Annual Return/Report of Employee Benefit Plan" 
is the primary report required annually of pension plans to meet 
ERISA reporting requirements and implementing regulations. The 
report is filed with IRS and is supposed to serve the informa- 
tional needs of IRS, PBGC, and Labor. IRS has responsibility 
for processing the reports and shares the information with the 
other agencies. The types of information the plans have to re- 
port include information on plan types, participants, mergers, 
terminations, assets, liabilities, income, and expenses. 

Pension plans also provide substantial actuarial informa- 
tion regarding their estimated funding status on Form 5500. The 
actuary certifies that the information is complete and accurate 
and the assumptions used in the aggregate (1) are reasonably 
related to the experience of the plan and to reasonable expec- 
tations and (2) represent the best estimate of anticipated ex- 
perience under the plan. 

According to the agencies, most of the information required 
by Form 5500 is critical for administration and enforcement pur- 
poses. For example, IRS advised us that it uses the information 
to help monitor the year-to-year operations of plans and direct 
its enforcement resources to plans needing attention. PBGC 
advised us that it has used the information for research pur- 
poses and is planning to use it in conjunction with other infor- 
mation to assure that plans pay insurance premiums and plan 
terminations are reported. Labor advised us that it uses the 
information to identify potential violators of those ERISA pro- 
visions, such as the fiduciary provisions, it is required to 
enforce. 
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In our October 19, 1981, report,2 we addressed the 
adequacy and effectiveness of IRS' and PBGC's efforts to make 
sure that all types of pension plans, single and multiemployer, 
annually filed the Form 5500. We also discussed IRS' efforts to 
assure that annual reports fil d by plan administrators were 
complete. A follow-on report 5 addressed the completeness of 
the individual data items reported for multiemployer plans. At 
that time we reported that (1) there was no assurance all multi- 
employer plans were reporting as required and (2) when they did 
report, information was often missing, Neither of those reports 
dealt with the reliability of the information being reported. 

Enforcement by Labor is concentrated 
on use of plan assets 

According to Labor officials, its Office of Enforcement is 
responsible for reviewing employee health and welfare plans as 
well as the many types of pension plans such as multiemployer. 
It has about 175 staff members to review about 700,000 health, 
welfare, and pension plans. Due to the large number of plans 
and small staff, they said that Labor reviews few multiemployer 
pension plans in any one year. 

Of the 2,000 audits conducted annually, Labor officials 
~stated that about 98 percent are concerned with alleged fiduci- 
:ary violations, 
bf plan assets. 

primarily wasteful use or improper expenditure 
Because of the limited resources for enforce- 

ment, they stated Labor attempts to direct its efforts toward 
alleged violations of ERISA affecting the greatest number of 
participants, plans, or plan assets. Therefore, they stated, 
participant data are considered a low priority item. It is 
inormal, we believe, for agencies such as Labor to concentrate 
Itheir enforcement efforts on compliance with regulations as 
(opposed to reviewing something for which regulations do not 
exist. 

Under an April 1983 coordination agreement, Labor and IRS 
~share certain information acquired in their respective enforce- 
pent P recesses. As part of the agreement, IRS is required to 
notify Labor of those pension plans it examines where there are 
indications that the plans do not maintain adequate records con- 
kerning participants, assets, or financial transactions. 
iactions taken by Labor as a result of these referrals are 

Any 

boordinated with IRS. 

2Better Management of Private Pension Plan Data Can Reduce Costs 
and Improve ERISA Administration (HRD-82-12, Oct. 19, 1981). 

3Multiemployer Pension Plan Data Are Inaccurate and Incomplete 
(HRD-83-7, Oct. 25, 1982). 
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IRS is increasing its 
enforcement activities 

Beginning in fiscal year 1983, according to IRS officials, 
the agency has selectively begun to review multiemployer pension 
plans to verify that the data reported on Form 5500 are con- 
sistent with plan records, e.g., financial reports and actuarial 
valuations. Because of the nature of the reviews, they do not 
examine the records to ascertain whether participant data are 
complete. 

As part of its overall strategy to more effectively monitor 
and enforce multiemployer plan compliance with ERISA and MPPAA 
requirements, IRS officials stated the agency is currently test- 
ing a pilot program to evaluate the reasonableness of actuarial 
assumptions. Such an evaluation is intended to enhance the 
agency's ability to determine, among other things, a plan's com- 
pliance with the minimum funding standards, the deductibility of 
employer contributions, and whether the plan is funding for all 
participants. After the current test, IRS plans to formalize 
the program and annually review a reasonable sample of single 
and multiemployer pension plans. IRS officials stated that 
eventually all large pension plans may be reviewed on a 5- or 
6-year cycle. While the pilot program guidelines do not include 
any tests to ascertain the completeness of participant data, we 
believe such tests could be easily added to this program. 

IRS has been aware of the 
incomplete participant data 

The Director of the Actuarial Division4 of IRS stated that 
IRS was aware when ERISA was enacted that many multiemployer 
plans had incomplete records on plan participants. IRS, accord- 
ing to the Director, believed that government regulations 
requiring complete participant data would have been very costly 
for some plans, especially the larger ones that lacked data on 
many terminated but vested participants and, therefore, would 
have adversely affected the many positive changes from ERISA. 

The Director stated that in essence multiemployer plans 
were allowed to take the most desirable approach cost-wise, 
i.e., obtain data on new employees, slowly acquire the data on 
the older active participants, and catch the terminated but 
vested persons when they applied for benefits. This approach, 

4Aa of March 1984, the Actuarial Division became a part of the 
newly organized Employee Plans Technical and Actuarial 
Division. The Director of the former Actuarial Division became 
the Director of the new division. 

24 



according to the Director, spread the administrative cost and 
workload associated with accumulating participant data over many 
years and still provided for the proper payment of benefits to 
eligible participants. The Director stated that he understands 
the completeness of participant data under these plans has 
improved over the last several years but cannot document that 
fact. While this approach was probably reasonable at the time, 
we believe it may have contributed to complacency on the part of 
some plan officials. This is demonstrated by the high percent- 
ages of missing data on certain plans we reviewed and the fact 
that some plan administrators are not attempting to collect the 
missing data. 

The Director agreed that complete and accurate participant 
data would result in more accurate and reliable actuarial re- 
sults. However, he said that with some turnover of participants 
annually, maybe only 90 to 95 percent completeness can be 
achieved under the best circumstances. Further, if actuaries 
are making conservative assumptions about missing data, he 
istated, the plans would be better funded than is being reported, 
bhich is good. As previously shown, 67 of the 143 plans we re- 
kiewed had complete data, which shows that, regardless of plan 
isize, complete data can be obtained. Also, use of conservative 
;assumptions should result in decreases in prior costs when ac- 
ltuarial results change due to collection of missing data. As 
~shown on page 18, however, we found that increases as well as 
decreases occurred. Thus, in effect, not all assumptions were 
conservative. 

'LABOR DOES NOT BELIEVE REGULATIONS 
ON PARTICIPANT DATA ARE NECESSARY 

We initially proposed that Labor issue regulations estab- 
lishing standards for the maintenance of complete participant 
~data by pension plans to assure the accuracy of actuarial valua- 
itions. In commenting on this report, Labor stated (see app. I) 
that it too is concerned about improper valuations, but it does 
not believe that regulations are necessary or appropriate in as- 
suring the accuracy of plan valuations. Rather, Labor believes 
that existing guidelines and procedures for annual audits by 
certified public accountants, in conjunction with the prudence 
irule, are adequate. However, in view of our findings on incom- 
'plete participant data which affect the reliability of actuarial 
valuations, we do not believe that the guidelines, procedures, 
and standards referred to by Labor are adequate, 

Regarding the prudence rule, Labor stated that: 
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"The collection and maintenance of appropriate 
records (including participant data) needed for 
the management and administration of a plan is a 
continuing responsibility of the plan fiduciary. 
Whether the fiduciary has made reasonable and 
diligent efforts to collect participant data 
should be a case by case consideration. The 
determination of the extent to which a fiduciary 
should endeavor to collect and maintain partici- 
pant data that are current, accurate and com- 
plete depends, for purposes of the fiduciary 
requirements, on the facts and circumstances of 
the particular plan. This approach is consist- 
ent with the 'prudence' rule under ERISA adopted 
by the Department which provides general guid- 
ance on the overall management and administra- 
tion of plans. Under the prudence rule, it is 
not necessary to describe specifically the 
amount or type of data a plan must maintain." 

We agree with the basic principle underlying the prudence 
rule as it relates to fiduciaries, i.e., plan officials who 
exercise discretionary control or authority over plan management 
or assets. Acceptance of the prudence rule means that compli- 
ance with the rule should be determined, as Labor stated, on a 
case-by-case basis. Further, we agree that under the prudence 
rule, as it relates to the issue of participant data, it is not 
necessary to describe specifically the amount or type of data a 
plan must maintain. For example, although there are certain 
types of participant data that are needed by all plans, such as 
dates of birth, gender, and years of service, there are other 
participant data needed that will vary for different plans, such 
as payroll and contributions data. 

We recognize, however, that even for those types of par- 
~ ticipant data that are needed by all plans to enable the actuary 

to make reliable actuarial valuations, there are circumstances 
i where it would not be practical to require the plans to have 

complete data at a given point in time. For those plans with 
large amounts of missing participant data, it may be too costly 
or time consuming to obtain all the missing data with one ef- 
fort. We believe that regulations should give recognition to 
this type of situation but should also provide guidance to plans 
on acceptable alternatives or interim measures the plans could 
take to assure that the actuary is provided with sufficient data 
to arrive at a reliable actuarial valuation. In this type of 
interim situation, the guidance may be the procedures to be fol- 
lowed, such as obtaining the data on a statistical sample of the 
participants for whom the data are missing so that a reasonably 
sound actuarial assumption can be made about the missing data. 
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Over time, however, we believe a prudent fiduciary would ensure 
that the plan obtain sufficient data for actuarial purposes. 

The regulations that we envision in this instance would be 
similar to those already published by Labor for fiduciaries. 
Those regulations provide the basis for general guidance. 

Labor's comments pertaining to the requirements for pension 
plans to be audited by certified public accountants follow: 

"ERISA also requires most pension plans to be 
audited every year by a certified public ac- 
countant. The Financial Accounting Standards 
Board has established generally accepted ac- 
counting principles for defined benefit pension 
plans. In addition, the American Institute of 
Certified Public Accountants has developed 
detailed guidelines for auditing pension plans. 
These guidelines include tracing information and 
testing the reliability of the basic data used 
by actuaries. An auditor must qualify a final 
report if the data used in a valuation are 
inadequate." 

Section 103(a)(3)(B) of ERISA provides that, when rendering 
& opinion on financial statements of pension plans, the ac- 
countant may rely on the correctness of any actuarial matter 
c!ertified to by an enrolled actuary. Accounting profession 
auditing practices provide that participants' data should be 
tested , and data tested may include demographic data, such as 
dates of birth as well as payroll and benefit data. Therefore, 
the accountant has the latitude to exercise professional judg- 
ment as to the data to be tested and the extent of the test. 
Accordingly, the accountant's opinion may not disclose whether 
the plan is missing significant amounts of participant data. 

AHERICAN ACADEMY OF ACTUARIES 
EIJCOURAGES REASONABLE EFFORTS 
TG IMPROVE PARTICIPANT DATA 

In commenting on a draft of this report, the American 
Abademy of Actuaries stated (see app. II) that it encourages 
reasonable efforts to improve the quality of the participant 
data provided to the actuary. According to the Academy, all 
pgrties at interest in multiemployer plans--participants, 
unions, employers, and federal regulatory officials--are well 
served if uncertainty over the validity of actuarial valuations 
arising from inadequate data can be eliminated. It concurs that 
plan fiduciaries have the legal responsibility for maintaining 

27 



current, accurate, and complete data. While the Academy be- 
lieves that fiduciaries should provide actuaries with as com- 
plete participant data as is reasonably possible, it believes 
that administrative feasibility and a cost-benefit analysis must 
be part of any regulatory process used in determining the level 
at which participant data would be considered complete. 

We generally agree with the Academy that administrative 
feasibility and a cost-benefit analysis should be considered in 
developing general guidance on obtaining and maintaining par- 
ticipant data. However, we believe that the guidance should 
provide a minimum level and that that level should be scaled 
upward over time. Eventually, however, the additional effort 
and cost to obtain the last few percentage points of participant 
data may outweigh the benefit of an increase in reliability of 
the actuarial valuation. 

LABOR DOES NOT AGREE ON NEED TO 
REVIEW ACTUARIAL VALUATION REPORTS 

In a draft of this report submitted to the Department of 
Labor, IRS, and others for comment, we proposed that Labor ex- 
pand the scope of its audits on fiduciary standards to include 
a review of actuarial valuation reports so enforcement personnel 
can ascertain whether participant data on multiemployer plans 
are complete. We also proposed that IRS assist Labor by expand- 
ing its enforcement efforts in a similar manner. 

In commenting on this proposal, IRS stated (see app. III) 
that it would cooperate with Labor in applying any regulations 
or guidelines Labor develops in the participant data area, 
Labor advised us that it did not concur with our proposal, 

Regarding its enforcement program, Labor stated that it has 
established a policy of conducting limited investigations--that 
is, investigators do not audit all the records of each plan, but 
rather focus on the decisionmaking process of plan trustees. We 
do not disagree with Labor's policy of conducting limited in- 
vestigations that focus on a pension plan's decisionmaking 
process as a means to identify problem areas requiring detailed 
audits. Labor's policy appears to be an effective and efficient 
approach to enforcement. We believe that the review of actua- 
rial valuation reports coincides with the spirit of Labor's en- 
forcement policy of focusing on the decisionmaking process be- 
cause the data in such reports are used by plan trustees to man- 
age their plans. Also, we believe that little enforcement ef- 
fort would be required to identify the extent of incomplete par- 
ticipant data. Actuaries disclose the extent of missing data in 
their actuarial valuation reports. Therefore, enforcement 
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groups would not have to perform a detailed audit of plan 
records. 

Labor also stated that its field enforcement personnel are 
not qualified to determine whether the data are sufficient or 
reasonable for plan valuation purposes. Therefore, these 
issues often will require referral to the national office, 
where the program has an extremely limited actuarial staff. 

This statement implies that only actuaries can determine 
the adequacy of data for valuation purposes. It is true that 
actuaries have an educational background that emphasizes 
mathematics as they often use knowledge of algebra, probability, 
and statistics to define, analyze, and solve problems involving 
financial risk. This background is necessary to properly de- 
velop and understand the algebraic formulas used in the esti- 
mates and calculations to arrive at the actuarial results. How- 
ever, this type of technical background is not necessary, in our 
opinion, to determine the sufficiency of factual participant 
data used in actuarial calculations. The valuation reports 
Erequently disclose the type of data required of and provided by 
Qlan officials to the actuary and the extent to which such data 
are missing. Further, during our review, we found that the plan 
actuary could be easily consulted. 

Whether the participant data are sufficient or reasonable 
$or actuarial valuation purposes relates to more than just the 
extent of its completeness. It also involves whether the var- 
ious elements of data on the individual participants are ade- 
quate to make reasonably logical and reliable assumptions 
regarding the missing data. For example, we believe the par- 
ticipant data would be considered inadequate for the one plan in 
dur sample where dates of birth were missing for 75 percent of 
the active participants because there would be a low probability 
that the known data for 25 percent of the participants is rep- 
resentative of all participants. On the other hand, participant 
c$ata would probably be considered adequate for a plan with com- 
dlete data on 99 percent of the participants. 

The regulations that we envision under our recommendation 
would provide sufficient guidance for enforcement personnel to 
determine whether a significant data problem existed to the 
extent that it would warrant further investigation. Such capa- 
bility by field enforcement personnel would, in our opinion, 
restrict the involvement of Labor's actuarial staff at the na- 
tional office to just those cases with significant problems. 

In addition Labor noted that as part of the initial review 
of the trustees' decisionmaking process, an investigator ex- 
amines the independent accountant's opinion of the plan. If the 
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opinion is qualified, whether because of inadequate participant 
data or some other reason, the plan is generally not found to be 
in compliance and must take corrective action. Labor believes 
that the review of the accountant's opinion is an appropriate 
and effective means for addressing participant data problems. 

As discussed previously, the accountant, in exercising in- 
dependent judgment in applying professional standards and gen- 
erally accepted auditing procedures, may not necessarily include 
validity tests of participant data records, for either complete- 
ness or accuracy. Also, the accountant, as allowed by ERISA, 
may rely on the correctness of any actuarial matter certified to 
by an enrolled actuary. Therefore, the accountant's unqualified 
opinion on a plan's financial statement may not necessarily 
address whether there are participant data problems. 

We agree that use of accountants' qualified opinions be- 
cause of the lack of complete participant data to trigger more 
detailed audits of pension plans is appropriate. However, since 
the lack of participant data may not be disclosed in an ac- 
countant's opinion and since Labor is responsible for enforcing 
the fiduciary provisions of ERISA, we believe Labor should aug- 
ment the review of accountants' opinions with a review of ac- 
tuary reports which do disclose the extent of missing data. We 
believe this would enable Labor to more fully fulfill its en- 
forcement responsibilities. As previously stated, we believe 
little enforcement effort would be required to do this. Accord- 
ingly, we have not changed our initial recommendation. 

CONCLUSIONS 

The availability and use of sufficiently complete and 
accurate participant data are essential to reliable actuarial 
valuations. However, many multiemployer pension plans are miss- 
ing large quantities of participant data, especially dates of 
birth. Actuarial valuations show that, when there are improve- 
ments in the completeness and accuracy of such data, there can 
be large dollar changes in the previously reported actuarial re- 
sults that were based in part on assumptions about missing data. 
When much data are lacking for use in actuarial valuations, the 
reliability of actuarial results may be questionable. Yet, plan 
officials are using actuarial information to manage and operate 
multiemployer pension plans. This information is also being 
reported to government agencies for their use in administering 
and enforcing ERISA and MPPAA. 

Some actuaries and plan administrators believe it is 
impractical to have data on all participants due to new employ- 
ees. Our analysis indicates, however, that the lack of data 
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relates to more than just new employees. Also, 67 of the 143 
plans we reviewed had complete data. Some of these 67 plans are 
quite large, which indicates plan size is not necessarily a 
detriment to obtaining the data. 

Plan administrators place much of the blame for the lack of 
participant data on some employers and unions that do not honor 
the plan's requests for the data. At the same time, some admin- 
istrators do not follow up on the data requests. We believe 
that new federal regulations providing guidance on the mainte- 
nance of participant data and adequate enforcement programs by 
Labor and IRS would encourage plan administrators to put more 
emphasis on collecting the data. In addition, we believe 
regulations could provide plan administrators with additional 
leverage to gain the cooperation of reluctant employers and 
unions. 

Notwithstanding the importance of participant data, Labor 
has not provided guidance for the development and maintenance of 
such data by pension plans. Rather, Labor prefers to rely on 
the prudence rule and on the accountants' testing of the relia- 
bility of the basic data used by actuaries and qualification of 
opinion if data used are inadequate. We do not believe that the 
practices followed by Labor are adequate because (1) the pru- 
dence rule is broad in nature and (2) the accountant in exercis- 
ing professional judgment may not test the validity of partici- 
pant data. 

In view of our findings on incomplete participant data, we 
aontinue to believe Labor should issue regulations. However, we 
do agree with Labor that it is not necessary to describe spe- 
cifically all types of data a plan must maintain. We also agree 
with the American Academy of Actuaries that a uniform level of 
d!ata sufficiency should not be applied to all plans and that 
administrative feasibility and cost-benefit considerations 
should be part of the regulatory process. Accordingly, we be- 
lieve the regulations should establish guidelines for the main- 
tenance of sufficient participant data by pension plans to 
enable the actuary to arrive at reliable actuarial valuations 
rlather than, as we initially proposed, establish standards for 
the maintenance of complete participant data by pension plans. 

Labor believes that maintenance of participant data is a 
continuous fiduciary obligation of pension plan officials. 
Lbbor officials told us, however, that they attempt to direct 
most of their enforcement efforts toward other alleged fiduciary 
violations, such as improper expenditures, which affect the 
greatest number of participants, plans, or plan assets. Because 
of the importance of participant data in determining a plan's 
financial condition and effects of fiduciaries' decisions on a 
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plan's operations, we believe that Labor and IRS enforcement 
programs should be expanded to include the review of actuarial 
reports so that compliance with the regulations on maintenance 
of participant data can be ascertained. We also believe that 
little enforcement effort would be required to monitor compli- 
ance with regulations on participant data. Since actuaries dis- 
close the extent of missing data in their actuarial reports, 
enforcement groups would not have to perform a detailed examina- 
tion of plan records, unless special circumstances warranted. 

RECOMMENDATIONS TO THE SECRETARY OF LABOR 
AND THE COMMISSIONER OF INTERNAL REVENUE 

We recommend that the Secretary of Labor issue regulations, 
under its ERISA authority, to provide guidance for the mainte- 
nance of participant data by pension plans. We also recommend 
that the Secretary expand the scope of Labor's audits of compli- 
ance with fiduciary standards to include a review of actuarial 
valuation reports so enforcement personnel can ascertain whether 
participant data on multiemployer pension plans are sufficiently 
complete to enable the actuaries to make reliable actuarial 
valuations. 

To assist the Department of Labor in enforcing this regula- 
tion, we further recommend that the Commissioner of Internal 
Revenue expand IRS enforcement efforts to include examinations 
of actuarial valuation reports to identify multiemployer pension 
plans lacking sufficient participant data. 

AGENCIES' AND ACTUARIAL ASSOCIATIONS' 
COMMENTS AND OUR EVALUATION 

Copies of a draft of this report were provided for review 
and comment to PBGC, IRS, the Joint Board for the Enrollment of 
Actuaries, the Departments of Labor and the Treasury, and four 
professional associations for actuaries. These associations 
were the American Academy of Actuaries, the American Society of 
Pension Actuaries, the Conference of Actuaries in Public Prac- 
tice, and the Society of Actuaries. We received comments from 
all of the government agencies, the American Academy of Actu- 
aries, and the Conference of Actuaries in Public Practice. The 
other two associations advised us that they would not be provid- 
ing comments on the draft report. The comments received are in- 
cluded in appendixes I to VII of this report. 

There is general agreement among the agencies and associa- 
tions that participant data are crucial to the reliability of an 
actuarial valuation for a multiemployer pension plan. Further, 
they generally agree that reliable actuarial valuations are nec- 
essary for the effective and efficient administration and 
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regulation of multiemployer pension plan activities. However, 
Labor does not concur with our recommendations to issue regula- 

'tions on participant data and expand its enforcement efforts to 
review actuarial reports to identify those plans lacking much 
participant data. 

Comments of the agencies and associations relating to our 
findings in this chapter on incomplete participant data and its 
effects on actuarial valuations and our evaluation of such com- 
ments are incorporated in the chapter. 
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CHAPTER 3 

DISCLOSURE OF POTENTIAL EFFECTS OF INCOMPLETE DATA 

IN ACTUARIAL REPORTS IS INADEQUATE 

The previous chapter shows that the actuary is the source 
for much of the information needed and used by trustees in man- 
aging and operating multiemployer plans. Further, this informa- 
tion is necessary for government agencies to monitor plan com- 
pliance with federal statutes. Because of the importance of 
actuarial information, it needs to be reliable. When its relia- 
bility may be brought into question, such as when substantial 
participant data are missing, the actuary should disclose the 
probable effect on the accuracy of actuarial results. We found 
that, while actuaries generally disclosed the extent of missing 
participant data in their reports, few indicated that incomplete 
data could affect the accuracy of the actuarial results. 
Further, none of the actuaries for the 76 plans with missing 
data disclosed the potential extent of the effect in their 
certifications. 

I ACTUARIES DISCLOSE EXTENT OF MISSING DATA 
I BUT NOT THE POTENTIAL EFFECT 

Actuarial reports --the formal connnunication of the 
actuarial valuation--generally contained information on the 
extent of incomplete participant data. We found that for those 
23 plans lacking complete data for over 20 percent of their ac- 
tive participants, the actuarial reports usually contained a 
statement to the effect that plan officials should make a 
greater effort to get the data. However, only 3 of these 23 re- 
ports and only 5 reports on the 76 plans with missing data con- 
tained statements to caution the reader that the missing data 
may affect the reliability of the actuarial results. In no in- 
stance, however, did the actuaries' certifications show or indi- 
cate the probable effect that missing data had on the accuracy 
of the actuarial calculations. 

Where applicable, the amount of incomplete participant data 
identified by the actuary was presented in the body of the actu- 
arial report. Further, the report usually disclosed the assump- 
tions made about the unknown data for the applicable partici- 
pants. Also, the reports frequently contained statements 
suggesting in essence that the plans' officials make greater 
efforts to obtain complete data. The greater the percentage of 
participants for whom data were lacking, the more frequently the 
actuary made this statement. For example, the statement was in 
over 60 percent of the reports for those plans lacking data on 
over 20 percent of the active participants, but in less than 
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20 percent of the reports when the missing data were no higher 
than 20 percent of the participants. 

Though apparently concerned with the amount of missing par- 
ticipant data, few actuaries included statements in the reports 
cautioning that the incomplete participant data could affect the 
reliability of the actuarial results being presented. State- 
ments to this effect were even lacking in those instances dis- 
cussed in chapter 2 where there were large changes in prior 
years' costs due to the collection of previously missing parti- 
cipant data. 

Report statements on incomplete participant data usually 
were included in the body of the reports as opposed to a summary 
or certification statement where material inadequacies would be 
highlighted. One firm, however, stated in its certification 
atatements that the actuarial information was complete and accu- 
rate except as may be noted in the summary data which showed the 
extent of missing participant data. 

We discussed the effects of incomplete participant data on 
the reliability of actuarial information with representatives of 
hevera firms providing actuarial services to a number of multi- 
employer plans. They agreed that significant amounts of in- 
complete participant data can influence the reliability of ac- 
tuarial results. When those participants for whom data are 
missing have long periods of service, they stated, the situation 
could also affect the reliability of information used for with- 
drawn employer liability assessments and to identify plans in 
financial distress. 

They stressed, however, that an actuarial valuation is only 
the actuary's best estimate of the plan's current status based 
on many uncertain future events, such as rate of return on 
@vestments and levels of employment. Thus, it is not a precise 
determination, and the completeness of participant data is but 
one of several factors affecting the accuracy of a valuation. 

During discussions with actuaries, we obtained the impres- 
sion that they tend to view pension plans over the long term. 
Specifically, a pension plan usually will span several decades, 
during which time much of the missing data could become avail- 
able and then incorporated into actuarial calculations. When 
missing data may not become known for participants prior to re- 
tirement, they will apply for and receive entitled benefits when 
eligible. New actuarial calculations will then adequately pro- 
vide for funding the benefits. Assumptions are made in the 
interim about participants for whom data are incomplete or miss- 
ing, presumably conservative assumptions, to protect the parti- 
cipants and beneficiaries against the plan being inadequately 
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funded. Thus, actuarial valuations over time provide for fund- 
ing of all potential future benefits. 

This does not, however, diminish the need to provide actu- 
arial valuations based on sufficiently complete and accurate 
participant data. These valuations are used by pension plan 
officials to negotiate new benefit agreements, manage plan 
assets, and report periodically to the federal agencies respon- 
sible for ensuring that pension plans remain financially viable. 
The uses of actuarial valuations are continuous, and full dis- 
closure of not only the extent but the potential effect that 
missing participant data might have on actuarial information is 
needed. 

ACTUARIES SHOULD DISCLOSE EFFECT 
OF MISSING PARTICIPANT DATA 

In interpreting and amplifying the guides of professional 
conduct for actuaries, the actuarial profession recognizes that 
the actuary's responsibilities in the pension field to a high 
degree involve considerations affecting the public interest. As 
such, the American Academy of Actuaries and the Society of Actu- 
aries recommend the actuary give consideration to adequate and 
clear disclosure of pertinent facts and findings in actuarial 
reports. Regarding incomplete participant data, it is specifi- 
cally recommended that the report indicate the extent to which a 
present value calculation is based on incomplete or unreported 
data, the probable effect on the accuracy of the calculation, 
and the adjustment made to correct for such incomplete or un- 
reported data. The recommendations, however, are silent on when 
missing data are significant enough to warrant disclosing the 
potential effect and what constitutes adequate disclosure of the 
effect of missing data. Thus, it appears that disclosure is 
left to the professional judgment of the actuary. 

The Joint Board for the Enrollment of Actuaries, estab- 
lished by the Secretaries of Labor and the Treasury as required 
by section 3041 of ERISA, has published standards of performance 
for enrolled actuaries. One of the standards requires an en- 
rolled actuary to include, in any report or certificate stating 
actuarial costs or liabilities, a statement or reference de- 
scribing or clearly'identifying any "material inadequacies in 
data and the implications thereof." This standard closely 
parallels the above recommendation of the actuarial associa- 
tions. However, the standards do not define or provide any cri- 
teria as to what is a "material inadequacy in data" and how the 
implications are to be disclosed. 
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COMMENTS OF THE JOINT BOARD 
FOR THE ENROLLMENT OF ACTUARIES 

The Executive Director of the Joint Board for the Enroll- 
ment of Actuaries informed us that the nature of various provi- 
sions of ERISA elevated the importance of the actuary and ac- 
tuarial valuations. He also informed us that the Congress 
established the Joint Board to regulate the competency of actu- 
aries with respect to pension plans subject to ERISA. Accord- 
ingly, the Joint Board established standards and qualifications 
for persons performing such actuarial services. 

When informed of the matters discussed in this report, the 
Executive Director of the Joint Board expressed concern over the 
lack of statements in actuarial reports and/or the actuarial 
certifications regarding the potential effect of missing parti- 
cipant data on the reliability of actuarial information. He 
skated that possibly performance and/or report standards could 
bk adopted, similar to those of the American Institute of Certi- 
fied Public Accountants, whereby actuarial reports and certifi- 
cations would be qualified under specific situations, 
lhrge amounts of missing participant data. 

e.g., 
He said he would 

favor a joint task force to formulate any such standards because 
(1) the Joint Board is small with limited resources and (2) ex- 
perience has shown such an approach as opposed to government 
rbgulations to be more effective and readily acceptable by mem- 
bers of any profession. He suggested that any task force could 
include members of the Joint Board, actuaries employed by IRS, 
enrolled actuaries from major private firms, and representatives 
of the various professional actuarial associations and socie- 
ties. 

OBSERVATIONS AND CONCLUSIONS 

In the absence of a qualification of the actuary's certifi- 
cation, there is a perception of a high degree of assurance that 
the actuarial valuation is reasonable. 
n'cessarily correct. 

This perception is not 

$ 
Missing participant data could materially 

a,fect the calculation of the actuarial valuation, and this 
cculd give a false and misleading picture. We believe that the 
a tuary's report, in the certification, should disclose suffi- 
c 5 ent information on the effect of missing data on the actuarial 
valuation. 

The American Academy of Actuaries and the Society of Actu- 
aries recommend the disclosure of the effect of the missing par- 
ticipant data, but did not provide guidance on when and how this 
should be done. Also, the Joint Board for the Enrollment of 
Actuaries requires that actuaries certified by the Joint Board 
clearly identify any "material inadequacies in data and the 
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implications thereof" but does not define or provide criteria as 
to what is a "material inadequacy in data." While such a defi- 
nition and criteria--in our opinion-- are needed, we agree with 
the Executive Director of the Joint Board that the actuarial 
profession should have the primary responsibility for developing 
these standards. 

The establishment of professional standards and their en- 
forcement has traditionally been the responsibility of the in- 
dividual professions through the associations of their members, 
such as the American Bar Association and American Institute of 
Certified Public Accountants. Because of the uniqueness of the 
individual professions resulting from specialized training and 
experience and varying responsibilities to the public, we be- 
lieve that it is appropriate for professions--including the 
actuarial profession-- to establish their own standards. 

Accordingly, because of the effects of missing participant 
data on actuarial computations as shown in chapter 2 of this re- 
port, we believe the actuarial profession should develop appro- 
priate standards for the disclosure of the potential effect of 
material inadequacies in participant data on the reliability of 
actuarial valuations. In the absence of such standards, there 
is no generally acceptable understanding as to what constitutes 
appropriate disclosure of the effect of missing participant 
data. For example, we believe the actuarial profession should 
consider the degree of disclosure needed. The question should 
be addressed as to whether 

--a general disclosure is adequate, such as a statement in 
the certification that "If we [the actuary] had complete 
data instead of having to make assumptions about missing 
data, the results of this actuarial valuation could have 
been materially affected causing the pension cost to be 
higher or lower," or 

--a more descriptive disclosure is possible, such as dis- 
closing a range in the cost estimate that could occur as 
a result of missing participant data. 

We recognize that, in the development of standards, abso- 
lute certainty is no more attainable a goal by the actuary than 
it is for any other professional endeavor. What is sought is a 
reasonable degree of assurance based on professional judgment. 
For example, materiality is a state of relative importance, and 
defining and establishing a standard as to what is a material 
inadequacy will require the exercise of collective professional 
judgment. Both quantitative and qualitative elements warrant 
consideration in the determination of materiality. We also 
recognize that overemphasis on disclosure can detract from the 
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usefulness of an actuarial valuation by obscuring important ele- 
ments with a mass of details. By utilizing collective experi- 
ence and judgment, the actuarial profession should be able to 
develop adequate standards. 

Although we believe the Joint Board should not be charged 
with the development of disclosure standards relating to actu- 
arial valuations, the Joint Board has statutory responsibilities 
under ERISA which gives it an inherent interest in the develop- 
ment of such standards. Accordingly, we believe the Joint Board 
should use the information in this report and such other infor- 
mation as can be provided by IRS and the Department of Labor to 
promote action by and work in cooperation with the actuarial 
profession to develop actuarial disclosure standards. 

RECOMMENDATION TO THE SECRETARIES 
OF LABOR AND THE TREASURY 

We recommend that the Secretaries of Labor and the Treasury 
d~irect the Joint Board for the Enrollment of Actuaries to pro- 
mote action by and work in cooperation with the actuarial pro- 
fession to develop appropriate criteria and standards for the 
disclosure of the potential effect of material amounts of miss- 
ing participant data on the reliability of actuarial valuations. 

Ai;ENCIES' AND ACTUARIAL ASSOCIATIONS' 
CbMMENTS AND OUR EVALUATION 

There was general agreement on our recommendation to de- 
velop appropriate criteria and standards for the disclosure of 
the potential effect of material amounts of missing data on the 
rgliability of actuarial valuations. 

Joint Board for the Enrollment 
of Actuaries comments 

The Executive Director of the Joint Board advised us that 
it considers its activity to be an important and integral ele- 
ment of the sound administration of ERISA. Consequently, he 
stated that any manner in which it may augment and/or enhance 
the activity is desirable. He stated that if directed by the 
Secretaries of Labor and the Treasury, the Joint Board will be 
pieased t o promote action by and work in cooperation with the 
actuarial profession to develop appropriate criteria and stand- 
ards relative to participant data to be used in the valuation of 
multiemployer pension plans. The Executive Director also stated 
that copies of his letter would be provided to Labor and the 
Treasury in order that they know of such willingness. 

39 



Department of the Treasury comments 

By letter dated May 29, 1984 (see app. VI), Treasury ad- 
vised us that missing participant data may have a direct bearing 
on the soundness of an enrolled actuary's valuation process and 
analysis of a pension plan's funding requirements. Treasury 
also adviaed us that it appears there is a direct relationship 
between the issue raised in our draft report and the responsi- 
bility of the Joint Board. 

Treasury concluded that the matter should be addressed in 
the manner set forth in our draft report and assured us that the 
Executive Director of the Joint Board will be directed to comply 
with the terms of our recommendation. 

Department of Labor comments 
and our evaluation 

Labor concurred with our recommendation and stated the 
belief that it is an appropriate issue for resolution by the 
Joint Board. 

Labor suggested that we may want to expand our recommenda- 
tion to include a review of independent accountants' auditing 
procedures. As noted earlier, we concluded that it was appro- 
priate for Labor to use disclosures in the accountants' reports 
as one of its bases for initiating investigations. However, 
this phase of our overall study focused on the development and 
reporting of actuarial information and does not provide a basis 
for us to make any recommendation on the activities of the ac- 
counting profession. Further, the audit and accounting guide 
for "Audits of Employee Benefit Plans" developed by the American 
Institute of Certified Public Accountants provides procedures 
for the testing of various types of participants' data and for 
qualifying or disclaiming an opinion when the accountant is un- 
able to obtain the necessary assurance regarding participants' 
data. In view of this detailed guidance, we do not believe 
there is a need to expand the scope of our work to include ac- 
tivities of the accountant. 

American Academy of Actuaries and 
Conference of Actuaries in 
Public Practice comments 

Both professional actuarial associations are in general 
agreement with the recommendation, and both expressed their 
intent to cooperate in implementing it. 

The American Academy of Actuaries concurred with the obser- 
vation that the development of actuarial disclosure standards 
with respect to the adequacy of participant data should rest 
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within the profession itself. It believes that it is a part of 
the actuary's role to make a professional judgment as to the 
sufficiency of participant data and to properly disclose the 
effects of data inadequacies. Further, it believes that while 
the government can establish general regulatory parameters for 
the exercise of this discretion, such parameters should be es- 
tablished only with the cooperation of the actuarial profession 
itself. The Academy stated that it is ready and eager to parti- 
cipate in the development of such standards and would be willing 
to undertake a lead role in this effort. 

The Conference of Actuaries in Public Practice stated (see 
awe VII) that any questions arising regarding the reliability 
of the actuarial valuation should be answered immediately and 
any weaknesses should be corrected. The Conference stated that 
it is very concerned with the public's perception of the con- 
s'ulting actuary, both real and imagined. For this reason, it 
r~equested immediate implementation of this recommendation with 
the intent that all concerns raised in this report be reviewed 
abd dealt with by the appointed committee and its members. The 
Cbnference referred to this as a very important matter and as- 
sured us of its future cooperation. 

The Conference suggested that the committee appointed under 
the terms of the recommendation in this chapter be given the 
power to review all data supporting the chapter 2 recommendation 
b/efore this recommendation is implemented. The Conference 
stated that this would lead to confirmation and/or qualification 
of the conclusions in the draft report. It stated that MPPAA 
has raised many concerns in the minds of those involved with 
m 
c ncerned that there be no further doubts raised as a conse- 

f 

ltiemployer pension plans, and it is in the interest of all 

q ence of this report. The Conference stated that if there are 
sbecial circumstances relating to certain of the plans examined 
by us/ then the special circumstances ought to be identified and 
any conclusions drawn therefrom be appropriately qualified. The 

stated that all stipulations regarding confidential- 
y would continue to be observed by the committee. 

I MPPAA prohibits us from publicly disclosing the identity of 
any individual in presenting the information obtained. Consist- 
ent with this prohibition, we provided a pledge of confidential- 
ity to the 149 plans in our sample. Thus, we will not be able 
to make the specific data supporting this report available for 
review by a committee of private and government actuaries which 
may be established to implement our recommendation. We recog- 
nize, however, that we have data which could enhance the work of 
such a committee and, if requested, we would be willing to pro- 
v$.de data from plans in our sample in an aggregate fashion that 
would not violate MPPAA and our pledge of confidentiality. 
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APPENDIX I APPENDIX I 

U.S. Department of Labor Otflce of Penston and Welfare Benefll Programs 
WashIngton. 0 C 20210 

Mr. Richard L. Fogel 
Director 
Human Resources Division 
U.S. General Accounting Office 
Washington D.C. 20548 

Dear Mr. Fogel: 

In reply to your letter to Secretary Donovan requesting comments 
on the draft GAO report entitled *Incomplete Participant Data 
Affect Reliability of Values Placed by Actuaries on Multiemployer 
Peneion Plans" the Department's response is enclosed. 

The Department appreciates the opportunity to comment on this 
report. 

Rdbert A.G. Honks 
Administrator 

Enclosures 
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U.S. Department of Labor's Response To 
The Draft General Accounting Office Report 

Entitled-- 
Incomplete Participant Data 

Affect Reliability of Values Placed by Actuaries 
On Multiemployer Pension Plans 

Recommendation: 

"We recommend that the Secretary of Labor amend regulations 
implementing ERISA to establish standards for the maintenance of 
participant data by pension plans." 

Response: 

The Department does not concur. 

It is our understanding that the reason regulations in this area 
have 'been suggested by GAO is to assure proper valuations of 
plans by actuaries . The Department too is concerned about 
improper valuations, but we do not believe that Department of 
Labor regulations are necessary or appropriate in assuring the 
accuracy of plan valuations. 

The collection and maintenance of appropriate records (including 
participant data) needed for the management and administration of 
a plan is a continuing responsibility of the plan fiduciary. 
Whether the fiduciary has made reasonable and diligent efforts to 
collect participant data should be a case by case consideration. 
The determination of the extent to which a fiduciary should 
endeavor to collect and maintain participant data that are 
current, accurate and complete depends, for purposes of the 
fiduciary requirements, on the facts and circumstances of the 
particular plan. This approach is consistent with the "prudence" 
rule under ERISA which provides general guidance on the overall 
management and administration of plans. Under the prudence rule, 
it is not necessary to describe specifically the amount or type 
of data a plan must maintain. 

ERISA also requires most pension plans to be audited every year 
by a certified public accountant. The Financial Accounting 
Standards Board has established generally accepted accounting 
principles for defined benefit pension plans. In addition, the 
American Institute of Certified Public Accountants has developed 
detailed guidelines for auditing pension plans. These guidelines 
include tracing information and testing the reliability of the 
basic data used by actuaries. An auditor must qualify a final 
report if the data used in a valuation are inadequate. 
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The Department believes that existing guidelines and procedures 
for accountants in conjunction with the prudence rule afford 
meaningful standards for fiduciaries. However, a review of 
existing guidelines and procedures by the actuarial and 
accounting profession, in a manner similar to that suggested by 
GAO in its third recommendation, may be appropriate and would be 
supported by the Department. 

Recommendation: 

"We also recommend that the Secretary of Labor expand the scope 
of Labor's audits on fiduciary standards to include a review of 
actuarial valuation reports so enforcement personnel can 
ascertain whether participant data on multiemployer pension plans 
are complete." 

Response: 

The Department does not concur. 

The Department is currently reassessing its entire ERISA 
enforcement effort and the resources needed to sustain an 
effective enforcement program. Under current resource 
constraints, however, the Department has established a policy of 
conducting limited investigations. Thus, investigators do not 
audit all the records of each plan, but rather focus on the 
decision making process of plan trustees. Investigators then 
pursue detailed audits of specific areas where they believe 
problems are most likely to exist. 

Although field enforcement personnel can ascertain the extent of 
available participant data, they are not qualified to determine 
whether the data are "sufficient" or "reasonable" for plan 
valuation purposes. Such a determination requires a review of 
the plan by an actuary or an accountant. Therefore, these issues 
often will require referral to the national office, where the 
program has an extremely limited actuarial staff. 

It should be noted, however, that as part of the initial review 
of the trustees' decision making process, an investigator 
examines the independent accountant's opinion of the plan. If 
the opinion is qualified, whether because of inadequate 
participant data or some other reason, the plan is generally not 
found to be in compliance and must take corrective action. The 
Department believes that the review of the accountant's opinion 
is an appropriate and effective means for addressing participant 
data problems. 
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Recommendation: 

"We recommend that the Secretaries of Labor and the Treasury 
direct the Joint Board for the Enrollment of Actuaries to promote 
action by and work in cooperation with the actuarial profession 
to develop appropriate criteria and standards for the disclosure 
of the potential effect of material amounts of missing 
participant data on the reliability of actuarial valuations." 

Response: 

The Department concurs. 

The Department believes that this is an appropriate issue for 
resolution by the Joint Board. It is our understanding that the 
Joint Board has informally agreed to work with the actuarial 
profession to review standards for determining which data and the 
~level of data which must be available to the plan actuary before 
fan unqualified valuation can be given. GAO may want to expand 
the recommendation to include a review of independent 
!accountants' auditing procedures, as well. The Department 
ibelieves that the professional boards have the knowledge and 
:experience to analyze and effectively resolve the data problems 
iidentified by GAO. 
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AMERICAN ACADEMY OF ACTUARIES 
STEPHEN C KELLISON. M A A A Excrullvc Dirwtor 

May 25, 1984 

Mr. Richard L. Fogel 
Director 
Human Resources Division 
General Accounting Office 
Washington, D.C. 20548 

Dear Mr. Fogelr 

Enclosed are three copies of comments on behalf of the American Academy of Actuariu 
in reaction to the GAO draft report “Incomplete Participant Data Affect Reliability of 
Values Placed by Actuaries on Multiemployer Pension Plans.” 

We appreciate receiving an invitation to provide GAO these comments and further 
appreciate the extension of the filing deadline which you granted us. We hope that GAO 
finds these comments useful. 

We would be happy to answer any questions you might have about these comments or to 
provi& additional information. 

We wish to commend GAO for developing an excellent report in this important area. 

Yours truly, 

SCK:&b 

Enclosure 
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Comments of the American Academy of Actuaries on 

The Draft General Accounting Office Report &titled 

“Incomplete Participant Data Affect Reliability of 

Values Placed by Actuaries on Multiemployer Pension Plans” 

(CAO/HRD-84-38) 

May 25, 1984 

Background 

By letter doted April 16, 1984, Richard L. Fogel, Director of the Human Resources 

Divison, General Accounting Office (GAO), provided the American Academy of Actuaries 

(“Academy”) with a copy of a draft report to the Congress on the effect of incomplete 

participant data on the reliability of actuarial valuations far multiemployer pension 

plaru. The Academy was requested to review the draft report and provide comments to 

the GAO prior to the report’s issuance in final form. Having reviewed the document, the 

comments which appear herein are a compilation of comments received from members of 

the Academy’s Pension Subcommittee on Multiemployer Plans and the Academy’s 

Committee on Pension Actuarial Principles and Practices. While members of these 

committees are employed by various consulting firms, government agencies, and 

insurance organizatians, the views expressed herein me expressed as members of the 

Academy, and do not necessarily represent the views of any employer. 

Interest of the Academy 

The Academy is a professional association of over 7,300 actuaries representing all areas 

of specialization and types of practice within the actuarial profession, Over 85% of the 

enrolled actuaries under ERISA arc members of the Academy. 
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The Academy views its role in the government relations arena as offering advice and 

counsel to the nation’s decision-makers, so that when faced with issues of public policy, 

these decision-makers can proceed with the assistance of an independent and professional 

actuarial perspective. In this spirit, the following comments and observations regarding 

the draft report are offered. 

Introduction 

We commend the GAO for calling attention to the issue of incomplete participant data in 

multiemployer pensian plarr. Furthermore, we encourage reasonable efforts to improve 

the quality of the participant data provided to the actuary. We would note that the 

quality of the participant data is generally not within the control of the actuary. All 

parties at interest in multiemployer plans - participants, unions, employers, and federal 

regulatory officials - are well served if uncertainty over the validity of actuarial 

valuations arising from inadequate participant data can be eliminated. 

Data Sufficiency: A Matter of Professional Judgment 

WC concur with the general conclusion reached by the GAO, that pension plan participant 

data QO crucial in providing the base for cm actuarial valuation of a pension plan. We 

also concur that plan fiduciaries indeed have the legal responsibility for maintaining 

current, accurate, and complete participant data. 

While the Department of Labor has the authority to prescribe regulations for the 

enforcement of this requirement, it has to date not issued standards concerning the 

adequacy of participant data. If such regulations are to be issued, a major factor in 

shaping the specific requirements thereof must, of necessity, involve a definition of what 
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constitutes %omplete” data. While a regulatory framework can provide a general 

yardstick for this definition, in the final analysis the application of such a yardstick to 

individual multiemployer plans must provide latitude for the exercise of professional 

actuarial judgment if the regulation is to be effective. 

In our opinion, the actuary who ir charged with undertaking plan valuations must come to 

terms with the sufficiency of data made available by plan fiduciaries, and by using 

professional training end judgment, ascertain whether such data are indeed sufficient for 

the purposes at hand. In short, we would reject a notion that a regulation can impose a 

uniform level of data sufficiency which could be applied to all plans, in all industries, and 

~ under all sets of circumstances. The universe of multiemployer plans is too diverse and 

~ differentiated to be susceptible to such a simplistic approach. 

~ Disclosure of Potential Effects of Incomplete Data 

The GAO draft report (pa vi and pa 37) states that practice standards in the Academy 

recommend, but do not require, disclosure of the effects of incomplete participant data 

cm actuarial valuations. Although this statement technically may be true in an absolute 

~ sent, it does overstate the degree of discretion or flexibility available to the actuary. 

I The professional standard applicable to this situation is Recommendation C: Pension 

1 Actuarial Communicaticms (copy attached). Within the Academy’s standards of practice 

literature, a Recommendation has the force of a Generally Accepted Actuarial Principle 

and Practice, which members arc required to observe in their work unlessut 

I. In their professional judgment, specific facts and circumstances make an 
alternate practice more appropriate, and 

2. The alternate practice is disclosed as cm exception to generally accepted 
standards of practice. 
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Thus, we feel some softening of the language “but do not require” in the GAO draft 

report would more accurately describe our current literature for actuarial disclosure on 

pension plans. 

Also, our Committee on Pension Actuarial Principles and Practices is in the process of 

revising another Recommendation dealing with the measurement of pension obligations. 

As part of that review, the committee is considering mare explicit @dance for the 

actuary as to what to do when dota elements are missing. 

Joint Board / Professional Association Standard Development 

The GAO draft repart recommends that the Joint Roar-d for the Enrollment of Actuaries 

(“Joint Boar@) use the information in the report (and other informatian it can obtain 

from the Department of Labor and the Internal Revenue Service) to promote action by 

and work in cooperation with the actuarial profession to develop actuarial disclosure 

standards for multiemployer pension plans with respect to the adequacy of participant 

data. 

We concur with the primary observation that the development of such standards should 

rest within the profession itself, both with respect to the adequacy of data and to 

disclosure of that fact to recipients of actuarial reports. In this regard, the Academy is 

prepared to be of assistance in this effort, and in fact to undertake a lead role in the 

development of such standards. 

At the same time, the GAO draft report recommends the adoption of new regulations by 

the Joint Board and the internal Revenue Service to define and mandate the utilization 

of complete participant data. We are not convinced that the current regulatory 
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structure of the Joint Raard md the Internal Revenue Service are inadequate to 

accomplish the goals sought in the GAO report. For example, we cite Section 901.20 (f) 

of the regulations of the Joint Board: 

“Spat or awtificute. An srrrolled actwry shall include in cmy report or 
certificate rtating actuarial costs or liabilities, a statement or reference describing 
or clearly identifyinq the da& any material inadequacies therein and the 
r m rca w rea cm 315 a assumptmns 
employs” 

WC also note that the enrolled actuary when signing Schedule B of Form 5500 certifies 

that; 

((...the information supplled in this schedule . . . is complete and accurate . ..” 

I mdthatr 

“...the ossumptioru used . . . represent my best estimate of <nticipated experience 
under the plan.” 

~ Further, the Instructions to Schedule B of Form 5500 on line I2 01) in connection with the 

statement of actuarial assumptions and methods requires that the enrolled actuary: 

%clude also such other information, if any, needed to fully and fairly disclose the 
actuarial positian of the plan.” 

~ Thus, we believe that the Joint Board and the Internal Revenue Service already have a 

~ sufficient regulatory apparatus in place, if properly enforced, to achieve the goal of 

1 adequate octwrial disclosure. 

) If It is decided that additional regulations are nevertheless required, we would urge that 

they be deferral until new professionally developed standards can be formulated, 

inasmuch as the issuance of regulations without consideration of the professional 

standards which underlie the regulations would be inappropriate and premature. 
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Other Comments on the Draft Report 

This section contains other comments on the GAO draft report. First, the draft report 

has not addressed the significant marginal costs which may be associated in increasing 

participant data levels from, for example, 90% to 95% or higher. In some situations, it 

may well bc that the administrative costs associated with this increase in the data base 

outweigh any benefit which may arise from more complete data utilization. 

Scaond, more attention might bc given in the draft report to the fact that industry 

workforce distribution (by age, years of service, frequency of turnover, mobility, etc.) 

varfcs widely in multietnploycr plans, and may make the aohicvemcnt of higher levels of 

participant data more diffiault in one industry than in utothcr. In addition, the 

geographical diffcrcnocr in plan coverage (from small local plans to immense multistate 

or national plans) would make the institution of a uniform measure of participant data 

sufficicnoy muoh more burdensame on some plans than on others. 

Third, WC note that the draft report provides little detail on the sample of plans used 

other than for the aggregate size of the sample. Giva the grwt diversity in 

multiemployer plans by size, nature of industry, characteristics of workforce, 

geographical spread, and other factors, it is important that the report assure readers that 

a truly reprcscntative sample was used for the study. 

Conolurions 

Wc oommcnd the GAO for underlining the faot that inadequate participant data has a 

direct relationship to the validity of actuarial reports for multiemployer plans. We also 

note that WC CYC in accord with the GAO view that to the extent that the validity of 
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actuarial reports is questioned, the entire regulatory and administrative processing of 

plan activities may be called into question. Hence, we strongly support the proposition 

that fiduciaries be required to make available to actuaries as complete a set of 

participant data as is r easonably possible. But we also note that considerations of 

administrative feasibility and a cost-benefit analysis must be prt of the process utilized 

in determining the level at which au& data is considered “complete.” Finally, we believe 

that it is part of the actuary’s role to make a professional judgment as to the sufficiency 

of participant data and to properly disclose the effects of data inadequacies. While the 

government can establish general regulatory parameters fa the exercise of this 

~discrction, su& parameters should bc establishad only with the cooperation of the 

~octuarial profession itself. We stand ready end eager to fulfill our port in the 

~ticlopment of sudl practice standard& 
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We thank the GAO for offering us the opportunity to comment an this important draft 

report, and arc prepared to cooperate an this and other matters of actuarial concern in 

the future. 

Respcctfuly submitted: 

American Academy of Actuaries 
Pension Subwmmittee on 
Multbnpoyer Plans 

Joseph A. LoCicero, Chairman 

American Academy of Actuaries 
Committee on Pension Actuarial 
Principles and Practices 

Thomas M. Malloy, Chairman 

GAO notes Page references in this appendix have been changed to 
I correspond to page numbers in the final report. 
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COMMISSIONER OF INTERNAL REVENUE 

Washmgton, DC 20224 

Mr. William J. Anderson 
Director, General Government Division 
U.S. General Accounting Office 
Washington, DC 20548 

Dear Mr. Anderson: 

This is in response to your April 16, 1984, letter requesting our 
comments on the draft of your proposed report to the Congress on the 
effect of incomplete participant data on the reliability of values placed 
by actuaries on multiemployer pension plans. 

We agree in general to your recommendation that the Internal Revenue 
Service assist the Department of Labor in enforcing any regulations the 
Department issues on this matter by expanding our enforcement efforts to 
include examination of actuarial valuation reports to identify multi- 
employer pension plans lacking complete participant data. 

As you know, we have developed guidelines, including actuarial guide- 
lines, for use by field personnel in examining defined benefit plans, and 
our field work plans specifically provide for the examination of multi- 
employer plans. These examinations will be conducted using our current 
examination procedures including, when applicable, the new actuarial 
guidelines procedures. We will cooperate with the Department of Labor to 
the extent our resources permit in applying any regulations or other 
guidelines they develop in this area. If it will be helpful to the 
Department, we will also, in applying the actuarial guidelines to the 
actuarial valuation reports, identify those in which the actuary indicates 
that participant data is inadequate and provide the Department with this 
information under our coordinated Compliance Agreement. 

Thank you for the opportunity to provide comments on this report. 

With kind regards, 

Sincerely, 
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FR!!W Pension Benefit Guaranty Corporation Nlh Arm.ewtry 
19?d 19’34 2b2O K Street, N W, Washmgton, D C 20006 
MAY -3 1984 

Mr. Richard L. Fogel 
Director, Human Resources Division 
General Accounting Office, Room 6864 
441 G Street, NW 
Washington, DC 20548 

Dear Mr. Fogel: 

PBGC appreciates the oppui-L;zity to comment on your 
draft report number HRD-84-38. We commend GAO for the 
thoroughness of your analysis of the extent and the effect 
on actuarial calculations of incomplete multiemployer 
participant data. The Corporation agrees completely with 
the report's findings that maintenance of complete and 
accurate participant data is vital to the efficient admini- 
stration of multiemployer plans. It has been our experience 
at PBGC that on occasion multiemployer plans approaching 
insolvency have had their financial difficulties exacerbated 
by bad data. Furthermore, in the stresses of hardship, 
their records often are ill-maintained or lost. 

We do, however, have two suggestions for your consideration. 
Your report indicates that while many plans have incomplete 
participant data, some plans succeed in maintaining complete 
data. Readers might find it useful to know why some plans 
maintain complete data while others do not. If your investigation 
uncovered any such underlying causes then a brief discussion 
could be included in the report. 

The second suggestion has reference to the table on 
page 18. It would be helpful to have a sense of the materiality 
of the cost increases. For example, the percentage of the 
prior years' costs represented by the dollar increases could 
be silown. 

If PBGC can be of any further assistance to you, please 
contact me. 

Yours sincerely, 

C. C. Tharp / 
Executive Director 

CAPD:APD:VA/CPRD:TV:lml 

GAO note: The page reference in this appendix has been changed 
to correspond to the page number in the final report. 
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Joint Board 
for the 

Enrallmont 
of Actuarh 

Department 
of Labor 

Oapartmsnt 
ot the 
TfOWfY 

c/o Department of the Treasury 
Washington, DG 20220 

Date* MAY 16 1984 

Mr. William J. Anderson, Director 
United States General Acmunting Office 
Washing&m, D.C. 20548 

Dear Mr. Anderson: 

?hi.s is in reply to your letter of April 16, 1984, conveying a draft of the 
General Accounting Office report to the Congress on the effect of inccqlete 
participant data on the reliability of actuarial valuations for nulti- 
employer pension plans. l%e Joint Board for the Enmllmmt of Actuaries 
(Joint E!oard) is pleased for the opportunity to respond to the draft report 
and its reocmwdations. 

lhe Joint Board, established pursuant to section 3041 of the Employee Retire- 
mnt Iname Semrity Act of 1974 (ERISA), is responsible for the enrollment 
of individuals who w?sh to perform actuarial services under ERISA and to take 
appropriati disciplinary action if there has been a finding of misconduct by 
an enrolled actuary in the discharge of his or her duties. Regulations to 
inplemznt the. Joint Board's responsibilities can be found at 20 CFR Part 901. 
l%e Joint Board amsiders its activity to be an important and integral element 
of the sourdadrninistrationof ERISL Consequently, anymannerinwhich it 
may augment and/or enhance that activity is desireable. 

If directed by the !kcretaries of Laborand the!tYeasury, theJointBoardwil1 
be pleased to pramte actionbyandwork in cooperationwith the actuarial 
profession to develop appropriate criteria and standard s relative to participant 
data to be used in the valuation of mlti-eqloyer pension plans. Copies of 
thisletterarebeingpmvided theL&orand!tYeasuryDepartmnts inorder 
that they know of euch willingness. 

In respo&ng to this draft report, we also wish to bring to your attention 
the following observations about the discussion of inccqlete data in the 
draft report (page ii of the Digest ad page 13 of the text) . 

1. The report does not refer to terminated vested employees. 
Failure to incl& such employeesbecauseof incmpleteness 
of record keeping results in understated liabilities; 
prevents the plan administrator frun taking action when 
benefitsbeam due; and,amversely, causes anover- 
statemnt of liabilities when there is unreported return 
totmrk orunre~rteddeathsof terminatedvested 
eltployees . 

2. Reciprocal agreemmts between mlti.-e5rployer plans often 
provide that a participantwhomves fmnone jurisdiction 
to amtherwillbe creditedwith service under his or her 
prior plan. Incmpletedata concerning such transferees 
oould be significant. Consequently, a discussion of this 
issue in the reportwould seemappropriate. 
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Mr. Will&n J. Anderson 
Page 

3. Durirq the intervaluationperiod,variausbargaining 
agreesbznts take effect in the large planarea. The 
difficulty in keeping abreast of such agreements is an 
issue that has relevaze tothe subjectof inaxlplete 
data since it directly affects the liabilities calculated 
as of a given valuation date. Consequently, it should 
be addxw3sed. 

4. For plans with schedule benefits, employees beaxne auto- 
mtically entitled to higher benefits as a result of the 
adoption of higher contribution rates. It is often 
difficult to obtain sud'l information. Because of its 
direct relationshiptodata inpacting on thevaluation 
process, theJoint Board feels the reporttidbenrore 
carplete with a recognition of that difficulty. 

In addition, the Joint Board has noted that page iii of the Digest refers to the 
effect of missing birthdates for 12,000 participants as an increase of $46 
n/illion in actuarial liability, Mmreas page 18 of the text refers to such 
effect as an increase of $45,638,000 in plan costs (asis added). 9he 
definition of ackzarial liability on page 10, i.e. "pension costs allocated 
to prior years," is ambiguous. An increase in cost (norn&l cost plus same 
stated amortization of past service liability) is nrxe significant than an 
increase in liability (accrued liability or present value of future benefits, 
whichever is applicable) of the same amount. Consequently, clarification is 
vfarranted inthisarea. We alsowish to note t&tit&more appropriate to 
express the effect as a percentage of the described item rather than in dollars. 

~inally,arnatterofcoze.rn to the Joint Boardis yourapparentbelief, 
expressed on page 37 of the draft report, that its membership is without kncx+ 
l&&tofo~latethestaMardsyexlr~. ?he Joint Board is comprised 
of highly train&professionals&o are selected to serve ontheBoardon the 
lqasis of their -ledge and skills. While the financial and personnel 
resources of the Joint Board are too limited to engage in the activity of 
tqetting standards, the resources of their -ledge would not be preclusive. 
C$xsequently, we urge you to reconsider the reference. 

Qhould there be any question about this response or if youxuldlike addi- 
tional infomticll, please do not hesitate to contact me. Icanbereached 
13y telephone at 535-6787. 

GAG note: Page references in this appendix have been changed to 
correspond to page numbers in the final report. 
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THE GENERAL COUNSEL OF TWE TREASURY 

WALUINGTON 0 C 20120 

MAY28 1984 

INa~in~~toyaalattuof~~16,1984iaDnvyjngaknaral 
Aoamdngoffice(uIo)draftreporttothscmgressmtheeffectof 
iInmQleteparticipantdatamtharaa~tyof acbndal VdLuatims fee 
nuY.tiarplqyarpmsimplans. zharnatterhasbumrefermdtomefarrsply 
par;uant-guidiLinsp~Rieanny Dhctive TD 1044.2. k#ordingly, I LpIl 
plsarrdltorqJmdtofhedx?&trapatinsofarasitu!nreseesthe 
secmmryofthsTrcramqy. 

-- rwzuwWhtiminthedxaft~isthtthc&crebrilr,of 
LaborandthsTreasuzydirat?ttheJointBaardforthe&lrollmaltof 
Actuaries(JointE~~&)topnnotea&imbyarxluorkinarq#raticnwith 
thtactuarialprofessimtodeveleqaiteriaard standards forthe 
di.sclosureoftbepotential effectofnwSial -oftiring 
pnrticipentda~mthe reliabilityofactwhal lmluatims. 1tisny 
~~~that~missingdatamqyhaveadirectbsarinsmthe 
sa&nessofanenralledactuary'sMiluatiarprocess and analysis of a 
pensimplan'sfwxUrgrequirenents. Therefore, it spears there is a 
dhxct relatimship h3Wem theiasueraisdinthedrafLreportdthe 
zw?qmsibilityoftheJointBard. 

Imqq~~RGhO'sblieft.hatthenmtterheaddressedintheElanner setearth 
inth@&aftreplat. Pleasebeassuredthatthea~vedirecbrofthe 
Joint Boardwillbedirsctdl toanlywiththetencu3cif*rWxnendatim. 

Mr.WUimnJ.krder#n,Directcx 
United~tasoaualAcoantingOffice 
wasMg&m, D.C. 20548 
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Conference 
Of Actuaries 
In Public 
practice 

!500 Park Boulevard 
lta6ca, llllnois 
tw143 

312 / 7733140 

ktfiwardH Friend,FCA. 
Qwident 
O~Johnaon L Higgins 
a$ Wall weet 
Nb York, New York moos 
2b701-7.m 

May 15, 1984 

Mr. Richard L. Fogel 
Director 
Human Rcaources Division 
United States General Accounting Office 
Washington, D.C. 20548 

Rc: Draft of Proposed Report to 
the Congress oa Effect of 
Incomplete Participant Data 
on the Reliability of Actu- 
arial Valuations for Multr- 
employer Pension Plans 

Dear Mr. Fogel: 

The undersigned has reviewed the draft report and pre- 
pared thir response on behalf of the Conference of Actu- 
aries in Public Practice. This reply has been reviewed 
and approved by the President of the Conference and the 
Conference Pension Committee. 

The draft report makes two recosuaeadations to the Secre- 
taries of Labor and Treasury and the Colrmissioner of 
Internal Revcaue. 

1. “We recomaead that the Secretaries of Labor and 
the Treasury direct the Joint Board for the En- 
rollment of Actuaries to promote action by and 
work in cooperation with the actuarial profes- 
sion to develop appropriate criteria and stan- 
dards for the disclosure of the potential effect 
of material amounts of missing participant data 
on the reliability of actuarial valuations.” 

2. “We recommend that the Secretary of Labor amend 
regulations implementing ERISA to establish 
standards for the maintenance of participant 
data by pension plans. We also recorrmcnd that 
the Secretary of Labor expand oa the scope of 
Labor’s audits on fiduciary standards to include 
a review of actuarial valuation reports so en- 
forcement personnel can ascertain whether par- 
ticipant data on multiemployer pension plans are 
complete. To assist the Department of Labor in 
enforcing this regulation, we further recomprend 
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that the ConrPissioncr of Internal Revenue expand IRS enforcement efforts to 
include examinations of actuarial valuation reports to identify multiemployer 
pension plans lacking complete participant data.” 

Chapter 2 of the draft report deals with the proposition "INCOMPLETE DATA AF- 
FECT l?ELIADILITy OF ACTUARIAL VALUATIONS." A review of 143 multiemployer pen- 
sion plans gives rise to some strong conclusions, especially from the point of 
view of the concerned public. As a member of the actuarial profession dealing 
with multiemployer pension plans, I have some questions as to the basis for 
these conclusions and the impact on the actuary's report and certifications as 
to the valuation findings. Not being privy to the details of the findings and 
their implications, I refrain at this point from presenting detailed cements, 
speculations, and such but, instead, suggest following through on your findings 
as noted below. 

The draft report is also concerned with the "DISCLOSURE OF POTENTIAL EFFECTS OF 
INCOHPLETE DATA IN ACTUARIAL REPORTS IS INADEQUATE” as discussed extensively in 
Chapter 3. This chapter and its conclusions are a logical extension of Chapter 
2. Given undisputed acceptance of the conclusions in Chapter 2 and the facts 
and circumstances described in Chapter 3, one is hard pressed to dispute the 
rcconrPendations. WC do, however, have reservations regarding the basis for the 
conclusions made in Chapter 2 and their implications regarding the actuary's 
work and the resulting disclosures. 

The participant data entered into the actuarial valuation is perhaps the most 
significant item of the valuation. The continuing review of this data from 
valuation to valuation is the basis for many conclusions regarding the pro- 
jected cost of the pension plan. As you note in Chapter 1 actuaries are highly 
trained professionals. Those actuaries involved in the valuation of pension 
plans are vitally concerned with the accuracy of the data utilized in the pen- 
sion valuation. Any questions arising regarding the reliability of the actu- 
arial valuation should be answered immediately and any weaknesses in this re- 
gard should be corrected. The Conference of Actuaries in Public Practice is 
very much concerned with the public’s perception of the consulting actuary, 
both real and imagined. For this reason, we would request immediate imple- 
mentation of recomendation 1 above with the intent that all concerns raised in 
your draft report be reviewed and dealt with by the appointed committee and its 
members. 

We further suggest that the coPrnittee appointed under the terms of recosasenda- 
tion 1 above be given the power to review all data supporting the second recom- 
mendation of the draft report described above before this recommendation is 
implemented. This would lead to confirmation and/or qualification of the con- 
clusions in the draft report as set out in Chapter 2. The Multiemployer Pen- 
sion Plan Amendments Act of 1980 has raised many concerns in the minds of those 
involved with multiemployer pension plans. It is in the interest of all con- 
cerned that there be ao further doubts raised as a consequence of this draft 
report. If there arc special circumstances relating to certain of the plans 
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examined by GAO in their study, then the special circumstances ought to be 
identified and any conclusions drawn therefrom be appropriately qualified. All 
stipulations regarding confidentiality would continue to be observed by the 
committee. 

We thank you for permitting us to review your draft report and assure you of 
our future cooperation in this important matter. 

Conference of Actuaries in Public 
Practice 

c/o E.H. Friend & Company 
1800 K Street, N.W., Suite 500 
Washington, D.C. 20006 
(202) 785-9080 

~ Jm:sf 
05 1484408 

(207360) 
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