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guirements of the regulations undeSECTION 3. APPROVAL FOR terms of the plan and the projected benefi
8§ 412. Thus, for example, in a metho&PECIFIED CHANGES is allocated to prior plan years.
which allocates liabilities among different (5) For an active participant, when

elements of past and future service, the al- Subject to the applicability resmcuons’valuing all benefits other than ancillary
location of liabilities must be reasonabl

Ggf sectlodn 6 an(:] to t?he (ljng|\/||dual Cond'_qenefits that are not directly related to the

as required under § 1.412(c)(3)-1(c)(5). ~°NS u? (;arf eac r:ne ot clow, fatphprofva ccrued retirement benefit, the projectec
:S g-ran;e dc_>r ac ?Egg 0 _?_Re 3 el c)Eenefit related to a particular separatior

SECTION 2. BACKGROUND owing 1unding Metnocs. 1ne deVeIobyate is the benefit determined for the par
ment of the normal cost is described fo{icipant under the plan’s benefit for-

01 Section 412(c)(5)(A), as amendecfach of the funding methods provided "Mula(s) calculated using the projected
and section 302(c)(5)(A) of ERISA, PubSubsections .01, through .09. For fundmdompensation and the projection, unde

L. 93-406, 1974-3 C.B. 1, 40, agdnethods that directly calculate an accruerespective assumptions, of any othel

amended, state that if the funding methotibility, within the meaning of Rev. Rul. components that would be used in the

of a plan is changed, the new fundin1-13, 1981-1 C.B. 229, the developmentt, . |- ion of the benefit on the expectec

method shall become effective only if thef the accrued liability is also described. separation date. The projected benefit

change is approved by the Secretary. -01 Approval 1. Approval is granted . ., expected separation date is allocate

. ., for a change in funding method to the uni : . )
.02 Sectlon“ 1.41_2(0)(1)—1 P,rov'descredit funding method described below. o the years of credited service as fol
that the term “funding method”, when

. . ows.
used in § 412 of the Code, has the sam(?aali)s-r‘:'(S:azﬂpgg\ll:rl]ggﬁazm ﬁgf It);]g tgsr- (a) The portion of the projected benefit
meaning as the term “actuarial Cosgose a cash balance plan is; a defined beq_|l_ocated to the current plan year is deter
method” in section 3(31) of ERISA. Sec-eﬁt pian that defines any portion of an em[nined as

tion 1.412(c)(1)-1 of the regulations fur- loyee’s benefits by reference to the () the benefit that would be deter-
ther provides that the funding method of %mployee’s hypothetical account, wher&hined for the participant under the plan’s
plan includes not only the overall funding:?]uch hypothetical account is detérmineHe”eﬁt formula(s) calculated using the
method used by the plan but also €9\ reference to hypothetical allocationdrojected compensation, if applicable,
specific method of computation used inand hypothetical earnings that are deand the projection, under respective as
applying the overall method. ThereforeSigned to mimic the actual allocations ofUmptions, of any other components tha
for example, the funding method of aplan /i \tions and earnings to an emwould be used in the calculation of the
includes the date on which assets and "%'onee’s account that would occur under Benefit on the expected separation date
bilities are valued (the valuation date)fdefined contribution plan. except taking into account only credited

The funding method also includes the de (2) Under this method, the normal cosgervice through the end of the current plar
inition of compensation which is used ta '

, s the sum of the individual normal costy/&a", minus
determine the normal cost or accrued |I8f- (ii) the benefit that would be deter-

bilit. Furthermore. a chanae in a particu'©" all active participants. An individual =
Y- ’ 9 P normal cost is the sum of the normal cost&ined for the participant under the plan’s

lar aspect of a funding method does n?&)r the various benefits valued using th&enefit formula(s) calculated using the
change any other aspects of that method, , \ “ e normal cost for each benefRrojected compensation, if applicable,
For example, a change in funding method "y, " oot value of the portion of thaénd the projection, under respective as

from the unit credit to the level dollar in- rojected benefit at each expected sepa@JmptionS. of any other components tha

?\Ic;/tl(il;]?;\lnegtrt{wea?:ﬁrPeor:{nvi:Il:gi}ig]nO((jj;[Zecﬁon date that is allocated to the currentould be used in the calculation of the
9 plan year as set forth in paragraphs (5) agnefit on the expected separation date

' (6) below. For purposes of this approvaﬁxcept taklng into account Only credited
.03 Section 1.412(c)(2)-1 generallyseparation date includes any date of bengervice through the beginning of the cur-

provides that a change in the actuarial vafit commencement, if earlier. rent plan year.
uation method used to value the assets of (3) The accrued liability under the  (b) The portion of the projected bene-
a plan is a change in funding method thghethod is the sum of the individual acfit allocated to prior plan years is the ben-
requires approval undercryed liabilities for each participant. Anefit determined for the participant under
§ 412(c)(5) of the Code. individual’'s accrued liability is the sum ofthe plan’s benefit formulas calculated
.04 Rev. Proc. 95-51, 1995-2 C.Bthe accrued liabilities for the various beneusing the projected compensation, if ap-
431, as modified by Rev. Proc. 98—10fits valued using the method. The accrueglicable, and the projection, under respec
1998-1 C.B. 279, and by Rev. Procliability for each benefit is the presenttive assumptions, of any other compo-
99-45, 1999-49 I.R.B. 603, granted apvalue of the portion of the projected beneaents that would be used in the
proval for certain changes in fundingdfit at each expected separation date that¢&lculation of the benefit on the expectec
method. Rev. Proc. 2000—41, 2000-4allocated to prior plan years as set forth igeparation date, except taking into ac:
I.R.B. 371, provides the procedure byaragraphs (4), (5), and (6) below. count only credited service through the
which a plan administrator or plan spon- (4) For a participant other than an acheginning of the current plan year (i.e.,
sor may obtain approval of the Secretariive participant, or for a beneficiary, thethe amount in subparagraph (a)(ii)
of the Treasury for a change in fundingrojected benefit is the accrued retiremer@bove).
method. benefit, or other plan benefit, under the (c) Notwithstanding that the alloca-

asset valuation method used for the plan



tions in subparagraphs (a) and (b) onlgeparation date is the benefit determined (8) The following examples illustrate
take into account credited service as of thfer the participant under the plan’s benefithe application of the method.

beginning and end of the plan year, if &ormula(s) calculated using the projected (&) Example 1. The retirement benefit under the
participant is expected to satisfy an eligicompensation and the projection, undé?;’:‘;tci’;? gg‘r”y'zaerq:fa;:’rvlii%b%ft hr:g:‘ Ii'sie‘:‘r:;:a
b|||ty_ requement for a partlcul_ar benefitrespective assumptions, of any other corﬁ;lo_mavy minimum of 2% of high 5-year average
that is being valued (e.g., subsidized earlyonents that would be used in the calculgpmpensation for each year the plan is top-heav
retirement benefit) as of an expected septen of the benefit on the expected separ@mot exceeding 20%), as required under § 416(c)
ration date, the amounts in subparagraphi®n date. The portion of the projectedompensation under the plan is limited to $100,000
() and (b), and in paragraph (6) belowhenefit allocated to the current plan year iShe plan has been top-heavy only for the last |
t be determined as if the employee haise projected benefit at the expected se ée-ars' Employee E has 10 years of service at the b
mu_s . L ) ploy . proj T P P nning of the current plan year. E's compensatior
satisfied the eligibility requirement. ration date divided by the number of yeargy that year is $30,000. The compensation is as
(d) The portion of the projected benefibf service the participant will have at sucBumed to increase at the rate of 5% compounde
allocated to prior plan years may not belate. The portion of such projected bengearly. The particular benefit being valued is the
less than the participant's actual accrueiit allocated to prior years of service is th&2rly retirement benefit anticipated to commence
benefit as of the beginning of the currenprojected benefit multiplied by a fraction fhe expected separation date 7 years in the futu;
] _g g _ | ) p ) y '(i.e., after completion of 17 years of service). At this
plan year. In addition, the benefit deterthe numerator of which is the number Okeparation date, the employee will be eligible for
mined as of the end of the current plagears of service at the beginning of thearly retirement, and will have projected compensa
year in subparagraph (a)(i) above may ngian year, and the denominator of which ition of $40,202, and projected high 5-year averag
be less than the participant's estimated athe number of years of service the particompensation of $36,552. The allocated benefit

. . . _determined for Employee E at the beginning and en
crued benefit as of the end of the currergant will have at the expected separatiog} ;. plan year, and on the separation date, ar

plan year. date. shown in the table below.
(6) For active participants, when valu- (7) The unfunded liability equals the

ing ancillary benefits that are not directlytotal accrued liability less the actuarial
related to the accrued retirement benefitjalue of plan assets. All present values are
the projected benefit related to a particuladetermined as of the valuation date.

Determined As of the

Allocated Benefit Beginning of
Determined Under Plan Plan Year End of Plan Year Separation Date
(1) 1.3% Benefit Formula $5,226 $5,749 $8,885
(2) Top-Heavy Formula $5,1%37 $5,848 $7,316
(3) Allocated Benefit
(greater of (1) and (2)) $5,226 $5,848 $8,885
FOOTNOTES

1$5,226 = $40,202 x 1.3% x 10; $5,749 = $40,202 x 1.3% x 11
2$5,117 = $36,552 x 2.0% x 7; $5,848 = $36,552 x 2.0% x 8
3$8,885 = $40,202 x 1.3% x 17; $7,310 = $36,552 x 2.0% x 10

The benefit allocated to the current year is $62% the normal retirement benefit payable at the normal The benefit determined for Employee F, taking
($5,848- $5,226), and the benefit allocated to prioretirement date (the date Employee F reaches normato account only credited service through the begin:
years is $5,226. In this case, the projected benefit @tirement age). At normal retirement age, Employeeing of the current plan year under the plan’s benefi
the separation date is based on the 1.3% benefit fd¥-will have 20 years of service. Compensation is asermula is $860 (the greater of (a) $818 ((1% x
mula, and the current year’s benefit allocation of theumed to increase at a rate of 5% per year. Employ$26,000) + (1% x $27,170) + (1% x $28,665)), or
projected benefit results in an amount which i$’'s compensation was $28,665, $27,170, and $26,000) $860 (1% x $28,665 x 3)). Taking the amend-
based on the 1.3% benefit formula at the beginninfipr the prior year, the second prior year, and the thinthent into account, the projected benefit payable a
of the year and on the top-heavy formula at the engtior year, respectively. For valuation purposes, Enmormal retirement age is $8,637 ($860 + (1% X
of the year. ployee F's compensation for the current year is a$30,098 x 25.84), where 25.84 is the accumulatior

(b) Example 2: Plan B is an accumulation plarsumed to be $30,098. During the preceding plan yearf $1 payable at the end of the year for 17 years de
within the meaning of § 1.401(a)(4)-12. The benefiPlan B was amended effective on the first day of theermined at 5% interest). For purposes of allocatin
formula under Plan B for each plan year is 1% ofurrent plan year to provide that with respect to athe projected benefit, changes in compensation a:
compensation for such year. The sum of the amoungsior plan years, the normal retirement benefit is upsumed for later plan years are not taken into accour
for each of the years constitutes an employee’s bengated to the greater of the benefit actually accumun accordance with the plan’s benefit formula. The
fit. The accrued benefit at any date under Plan B is tHated as of the beginning of the current plan year drenefit allocated to the current plan year is $301
benefit payable at normal retirement age for the yeald®6 of the preceding year's compensation multiplied(860 + (1% x $30,098)) - 860).
of service to date. Employee F has 3 years of serviby the number of years of service prior to the begin- .02 Approval 2. Approval is granted
at the beginning of the year. The benefit being valueting of the current plan year. for a change in funding method to the



level percent of compensation aggrega@nces of the amortization bases estabiary.
funding method described below. lished on account of funding waivers (ii) In the first year the method is

(1) This approval applies only to plansunder § 412(b)(2)(C), switchback to thaised, the allocated adjusted value of the
which provide for compensation-relatedegular funding standard under 8§ 412(bjassets for an active participant is calcu-
benefits. (2)(D), use of the shortfall method undetated by allocating the adjusted value of

(2) Under this method, the normal cos§ 1.412(c)(1)-2 of the regulations, and ththe assets in proportion to the presen
is calculated in the aggregate as the natransition under § 1.412(c)(3)-2(d), minuwvalue of accrued benefits, or in propor-
mal cost accrual rate multiplied by the (iii) the credit balance (or plus thetion to the accrued liability determined
total compensation of all active partici-funding deficiency), if any, in the fundingunder one of the immediate gain funding
pants. standard account. methods described in subsection .01 o

(a) The normal cost accrual rate is .04 Approval 4. Approval is granted.08.

(i) the total present value of futurefor a change in funding method to the (iii) For years subsequent to the first
benefits of all participants and beneficialevel percent of compensation individualear in which the method is used, the ad
ries less adjusted assets, divided by aggregate funding method describefusted value of the assets is allocated t

(ii) the total, for all active participants, below. an active participant in the proportion
of the present value of the compensation (1) This approval applies only forthat
expected to be paid to each participant fgelans which provide for compensation-re- (A) the sum of the allocated adjusted

each year of the participant’'s anticipatethted benefits. assets and calculated normal cost as ¢
future service, determined as of the par- (2) This approval does not apply if thehe valuation date for the prior year for
ticipant’s attained age. actuarial value of assets is less than thbat active participant bears to

(b) For this purpose, the adjusted agpresent value of benefits for inactive par- (B) the total of the amounts in (A) for
sets are equal to ticipants and beneficiaries, or if theall active participants.

(i) the actuarial value of the assetsamount in paragraph (3)(b)(i) is less than .05 Approval 5. Approval is granted
plus zero. for a change in funding method to the

(if) the sum of the outstanding bal- (3) Under this method, the normal coskevel dollar individual aggregate funding
ances of the amortization bases estals the sum of the individual normal costsnethod described below.

lished on account of funding waiversfor each active participant. (1) This approval does not apply if the
under § 412(b)(2)(C), switchback to the (a) The normal cost for an active paractuarial value of assets is less than th
regular funding standard under § 412(b)cipant is present value of benefits of inactive patr-

(2)(D), use of the shortfall method under (i) the present value of future benefitdicipants and beneficiaries, or if the
§ 1.412(c)(1)-2, and the transition undefor the participant, less allocated adamount in paragraph (2)(b)(i) is less thar
§ 1.412(c)(3)-2(d), minus justed assets, divided by zero.

(iif) the credit balance (or plus the (ii) the ratio of (A) the present value (2) Under this method, the normal cost
funding deficiency), if any, in the funding of the compensation expected to be paid the sum of the individual normal costs
standard account. to the participant for each year of thdor each active participant.

.03 Approval 3. Approval is grantedparticipant’s anticipated future service, (a) The normal cost for an active partic-
for a change in funding method to theletermined as of the participant’s atipant is
level dollar aggregate funding method detained age, to (B) the participant’s cur- (i) the present value of future benefits
scribed below. rent compensation. for the participant less allocated adjustec

(1) Under this method, the normal cost (b) For this purpose, allocated adassets, divided by
is calculated in the aggregate as the ngusted assets are calculated as follows: (i) the present value of an annuity of
mal cost per active participant multiplied (i) First, the adjusted value of the as$1 per year for every year of the partici-

by the number of active participants. sets is equal to: pant’s anticipated future service, deter-
(a) The normal cost per active partici- (A) the actuarial value of the assetsmined as of the participant’s attained age.
pant is plus (b) For this purpose, allocated adjustec

(i) the total present value of future (B) the sum of the outstanding bal-assets are calculated as follows:
benefits of all participants and beneficiaances of the amortization bases estab- (i) First, the adjusted value of the asset:
ries, less adjusted assets, divided by lished on account of funding waiverss equal to:

(ii) the total, for all active participants,under § 412(b)(2)(C), switchback to the (A) the actuarial value of the assets, plus
of the present value of an annuity of $Xegular funding standard under § 412 (B) the sum of the outstanding balance:
per year for every year of a participant’b)(2)(D), use of the shortfall methodof the amortization bases established ol
anticipated future service, determined agnder § 1.412(c)(1)-2, and the transitiomccount of funding waivers under
of the participant’s attained age. under § 1.412(c)(3)-2(d), minus 8§ 412(b)(2)(C), switchback to the regular

(b) For this purpose, the adjusted as- (C) the credit balance (or plus thdunding standard under 8§ 412(b)(2)(D),
sets are equal to funding deficiency), if any, in the fund-use of the shortfall method under

(i) the actuarial value of the assetsing standard account, minus § 1.412(c)(1)-2, and the transition under
plus (D) any liabilities retained by the plan § 1.412(c)(3)-2(d), minus

(if) the sum of the outstanding bal-for any inactive participant or benefi- (C) the credit balance (or plus the fund-



ing deficiency), if any, in the funding stan-plan year, plus the normal cost for the .08 Approval 8. Approval is granted
dard account, minus prior plan year (the result adjusted witlfor a change in funding method to the
(D) any liabilities retained by the planappropriate interest to the valuation date)evel percent of compensation individual
for any inactive participant or beneficiary. minus the actual contribution(s) for theentry age normal funding method de-
(i) In the first year the method is usedprior plan year (adjusted with appropriatescribed below.
allocated adjusted assets for an active panterest to the valuation date), and (1) This approval does not apply if the
ticipant is calculated by allocating the ad- (ii) the unfunded liability is further in- alternative minimum funding standard ac-
justed value of the assets in proportion toreased (or decreased) by the amount obunt is used at any time within the 5-yea
the present value of accrued benefits, or mny base established on the valuation dgperiod commencing with the first day of
proportion to the accrued liability deter-which results from a plan amendment or the plan year for which the change is
mined under one of the immediate gaithange in assumptions. Such bases arade.
funding methods described in subsectioamortized over the period(s) described in (2) This approval applies only for plans
.01 or .09. 8§ 412(b)(2)(B) or § 412(b)(3)(B), as ap-which provide for compensation-related
(iii) For years subsequent to the firsplicable. benefits.
year in which the method is used, the ad- .07 Approval 7. Approval is granted (3) Under this method, the normal cost
justed value of the assets is allocated to dar a change in funding method to theas the sum of the individual normal costs
active participant in the proportion that  level dollar frozen initial liability funding for all active participants. For an active
(A) the sum of the allocated adjusted asnethod described below. participant, the normal cost is the partici-
sets and calculated normal cost as of the (1) Under this method, the normal cospant’s normal cost accrual rate, multiplied
valuation date for the prior year for that acis calculated in the aggregate, for everly the participant’s current compensation
tive participant bears to year the method is used including the (a) The normal cost accrual rate equals
(B) the total of the amounts in (A) forfirst, as the normal cost per active partici- (i) the present value of future benefits
all active participants. pant multiplied by the number of activefor the participant, determined as of the
.06 Approval 6. Approval is grantedparticipants. participant’s entry age, divided by
for a change in funding method to the (a) The normal cost per active partici- (ii) the present value of the compensa
level percent of compensation frozen inipant is tion expected to be paid to the participan
tial liability funding method described (i) the total present value of future benfor each year of the participant’'s antici-
below. efits of all participants and beneficiariepated future service, determined as of th
(1) This approval applies only for plandess the sum of the actuarial value of agparticipant’s entry age.
which provide for compensation-relatedsets and the unfunded liability, divided by (b) In calculating the present value of
benefits. (ii) the total, for all active participants, future compensation, the salary scal
(2) Under this method, the normal cosbf the present value of an annuity of $must be applied both retrospectively anc
is calculated in the aggregate, for everper year for every year of a participant'grospectively to estimate compensation ir
year the method is used including thanticipated future service, determined agears prior to and subsequent to the value
first, as the normal cost accrual rate multief the participant’s attained age. tion year based on the compensation use
plied by the total compensation of all ac- (b) As of the date of change, the unfor the valuation.
tive participants. funded liability is set equal to the unfunded (c) The accrued liability is the sum of
(a) The normal cost accrual rate is accrued liability determined under the levelhe individual accrued liabilities for all
(i) the total present value of future bendollar individual entry age normal fundingparticipants and beneficiaries. A partici-
efits of all participants and beneficiarieamethod described in subsection .09. pant’s accrued liability equals the presen
less the sum of the actuarial value of as- (c) For years subsequent to the plamalue, at the participant’s attained age, o
sets and the unfunded liability, divided byyear of the change in method, the unfuture benefits less, the present value &
(ii) the total, for all active participants, funded liability equals the participant’s attained age of the indi-
of the present value of the compensation (i) the unfunded liability for the prior vidual normal costs payable in the future
expected to be paid to each participant fgrlan year, plus the normal cost for thé\ beneficiary’s accrued liability equals
each year of the participant's anticipategrior plan year (the result adjusted witlthe present value, at the beneficiary’s at
future service, determined as of the pa@appropriate interest to the valuation datejained age, of future benefits. The un.

ticipant’s attained age. minus the actual contribution(s) for thefunded accrued liability equals the total
(b) As of the date of change, the unprior plan year (adjusted with appropriatexccrued liability less the actuarial value of
funded liability is set equal to the un-interest to the valuation date), and assets.

funded accrued liability determined under (i) the unfunded liability is further in-  (d) Under this method, the entry age
the level percentage of compensation ircreased (or decreased) by the amount o$ed for each active participant is the par
dividual entry age normal funding methodany base established on the valuation datieipant’s age at the time he or she woulc
described in subsection .08. which results from a plan amendment or have commenced participation if the plar

(c) For years subsequent to the plaohange in assumptions. Such bases drad always been in existence under cul
year of the change in method, the unamortized over the period(s) described irent terms, or the age as of which he o
funded liability equals 8§ 412(b)(2)(B) or § 412(b)(3)(B), as ap-she first earns service credits for purpose

(i) the unfunded liability for the prior plicable. of benefit accrual under the current term:



of the plan. Alternatively, the entry agethe average value as defined inf the prior method for valuing ancillary
may be determined as the age at the valf§-1.412(c)(2)-1(b)(7) (which does notbenefits had been the one-year tern
ation date next following the time de-have a phase-in), or to any alternative fomethod. For this purpose, ancillary bene:
scribed in the preceding sentence. mulation that is algebraically equivalenfits are defined in § 1.412(c)(3)-1(f)(2)
.09 Approval 9. Approval is grantedto this average value. The asset value dand include pre-retirement death and dis
for a change in funding method to theéermined under the method will be adability benefits.
level dollar individual entry age normaljusted to be no greater than 120% and no .15 Approval 15. Approval is granted
funding method described below. less than 80% of the fair market value ddfor a change in asset valuation method tc
(1) This approval does not apply if thefined in § 1.412(c)(2)-1(c). the smoothed market value (without
alternative minimum funding standard ac- For example, under 8 1.412(c)-phase-in) described below, or to any alter
count is used at any time within the 5-yeaf2)-1(b)(7), if the averaging period is fivenative formulation that is algebraically
period commencing with the first day ofyears, the average value is based on teguivalent to this smoothed value. The
the plan year for which the change idair market value of assets in the currerdsset value determined under the metho
made. year and the adjusted values of assets fatill be adjusted to be no greater than
(2) Under this method, the normal costhe prior four years as provided in120% and no less than 80% of the fair
is the sum of the individual normal costg 1.412(c)(2)-1(b)(8). An alternative for-market value defined in § 1.412(c-

for all active participants. mulation which is algebraically equiva-(2)-1(c).
(a) For an active participant, the indident to this method is one in which the av- Under this method, the actuarial value
vidual normal cost equals erage value of assets is equal to the faof assets is equal to the market value o

(i) the present value of future benefitsnarket value on the valuation date, minuassets less a decreasing fraction (i.e.
for the participant, determined as of thelecreasing fractions (4/5, 3/5, 2/5 and 1/%n-1)/n, (n-2)/n, etc., where n equals the
participant’s entry age, divided by in this example) of the appreciation anchumber of years in the smoothing period)

(ii) the present value of an annuity ofdepreciation of the assets in each of thaf the gain or loss for each of the preced:
$1 per year for every year of the particifour preceding years. The stated averagag n-1 years. The stated smoothing pe
pant’s anticipated future service, detering period may not exceed five (5) plarriod may not exceed five (5) plan years.
mined as of the participant’s entry age. years. Under this method, a gain or loss for a

(b) The accrued liability is the sum of .12 Approval 12. Approval is grantedyear is determined by calculating the dif-
the individual accrued liabilities for all for a change in asset valuation method t@rence between the expected value of th
participants and beneficiaries. A particithe average value (as defined irassets for the year and the market value c
pant’s accrued liability equals the preser 1.412(c)(2)-1(b)(7)), modified to usethe assets at the valuation date. The e»
value, at the participant’s attained age, dhe phase-in described below, or to any apected value of the assets for the year i
future benefits, less the present value &rnative formulation that is algebraicallythe market value of the assets at the value
the participant’s attained age of the indiequivalent to this average value. The ass&bn date for the prior year brought for-
vidual normal costs payable in the futurevalue determined under the method wilvard with interest at the valuation interest
A beneficiary’s accrued liability equalsbe adjusted to be no greater than 120%te to the valuation date for the current
the present value, at the beneficiary’s aand no less than 80% of the fair markegear plus contributions minus disburse-
tained age, of future benefits. The unvalue defined in § 1.412(c)(2)-1(c). ments (i.e., benefits and expenses), all ac
funded accrued liability equals the total In the first year this method is used, th@usted with interest at the valuation rate tc
accrued liability less the actuarial value ofiverage value is calculated as in Approvahe valuation date for the current year. If
the plan assets. 11, except that the adjusted values for alhe expected value is less than the marke

(c) Under this method, entry age usebflut the most recent prior year are replaceadalue, the difference is a gain. Con-
for each active participant is the particiby the adjusted value for the most recentersely, if the expected value is greatel
pant’s age at the time he or she wouldrior year. In the second year, the averaghan the market value, the difference is ¢
have commenced participation if the plams calculated as in Approval 11, exceploss.
had always been in existence under cuthat the values for all but the most recent For example, if the smoothing period is
rent terms, or the age as of which he dwo prior years are replaced by the adive years, the actuarial value of the asset
she first earns service credits for purposgssted value for the second most recentill be the market value of the plan’s as-
of benefit accrual under the current termprior year. This process is continued untisets, with gains subtracted or losses adde
of the plan. Alternatively, the entry agevalues for all prior years in the averagingt the rates described as follows:
may be determined as the age at the valperiod are phased in. The stated averagiiiy 4/5 of the prior year’s gain or loss
ation date next following the time de-period may not exceed five (5) plan yeargii) 3/5 of the second preceding year’s
scribed in the preceding sentence. .13 Approval 13. Approval is grantedgain or loss

.10 Approval 10. Approval is grantedfor a change in the valuation date to théii) 2/5 of the third preceding year’s gain
for a change in asset valuation method tay that is the first day of the plan year. or loss
fair market value as defined in .14 Approval 14. Approval is granted(iv) 1/5 of the fourth preceding year’s
§ 1.412(c)(2)-1(c). to change the funding method used fogain or loss

.11 Approval 11. Approval is grantedvaluing ancillary benefits to the funding .16 Approval 16. Approval is granted
for a change in asset valuation method tmethod used to value retirement benefitéor a change in asset valuation method tc



the smoothed market value (with phasesection 3.09 (only if the normal cost for achange to the aggregate funding metho
in) described below, or to any alternativgoarticipant is determined as a level dolladescribed in section 3.02 (if the normal
formulation that is algebraically equiva-amount under the plan’s method) or in proeost under the plan’s method is deter
lent to this smoothed value. The assegdortion to the allocated adjusted assetnined as a level percent of compensa
value determined under the method wilprior to the reallocation. For this purposetion), or section 3.03 (if the normal cost
be adjusted to be no greater than 120%xcess assets are defined as the excessjntler the plan’s method is determined a
and no less than 80% of the fair markedny, of the assets currently allocated to theelevel dollar amount).
value defined in § 1.412(c)(2)-1(c). participant over the present value of the (4) If a plan uses an individual aggregate
In the first year this method is used th@articipant’s future benefits. funding method and the actuarial value o
actuarial value of assets is equal to the (2) If a plan uses a spread gain fundinglan assets is less than the present value
market value as of the valuation date. Imethod which establishes an initial unbenefits for inactive participants and bene
each subsequent year, the smoothed valfiended liability using an immediate gainficiaries, or if the actuarial value of the as-
is calculated in the same manner as in Afunding method (e.g., frozen initial liabil- sets, plus the sum of the outstanding ba
proval 15, except that the only gains oity or attained age normal), and the norances of the amortization bases establishe
losses recognized are those occurring mal cost and/or unfunded liability be-on account of funding waivers under
the year of the change and in later yearsome(s) negative, then, in the case whe&412(b)(2)(C), switchback to the regular
The stated smoothing period may not exhe normal cost under the plan’s method i&inding standard under 8 412(b)(2)(D), us
ceed five (5) plan years. determined as a level percentage of conof the shortfall method under § 1.412-
.17 Approval 17. Approval is grantedpensation, approval is granted to reestae)(1)—2, and the transition under
for a change in asset valuation method tish the unfunded liability under the fund-8 1.412(c)(3)-2(d), minus the credit bal-
the average value (as defined in 8§ 1.412ag method described in section 3.01 i&nce (or plus the funding deficiency), if
(©)(2)-1(b)(7)), modified to use the alterthe unfunded liability was originally es-any, in the funding standard account, minu
native phase-in as described below, or tiablished under the unit credit method, oany liabilities retained by the plan for any
any alternative formulation that is algeunder the funding method described iiactive participant or beneficiary is less
braically equivalent to this average. Theection 3.08 if the unfunded liability wasthan zero, approval is granted to change t
asset value determined under the methadtiginally established under the entry agéhe aggregate funding method described i
will be adjusted to be no greater thamormal method. See Rev. Rul. 81-213ection 3.02 (if the normal cost under the
120% and no less than 80% of the fait981-2 C.B. 101, regarding whether @lan’s method is determined as a level pel
market value defined in 8§ 1.412-funding method is a spread gain fundingent of compensation), or section 3.03 (i
(©)(2)-1(c). method or an immediate gain fundinghe normal cost under the plan’s method i
In the first year this method is used, thenethod. In the case where the normal codetermined as a level dollar amount).
actuarial value of assets is equal to thender the plan’s method is determined as (5) If a plan provides that no participant
market value. In the second year, the aw level dollar amount, approval is grantedhay accrue a benefit as of a date that is r
erage value is calculated in the same mate reestablish the unfunded liability undetater than the first day of the plan year, ap
ner as in Approval 11, except that the awhe funding method described in sectioproval is granted to change to the uni
eraging period is two years. In the third.01 if the unfunded liability was origi- credit method described in section 3.01.
year, the average value is calculated in theally established under the unit credit .02 Approval for Change in Funding
same manner as in Approval 11, excephethod, or under the funding method deMethod for Fully Funded Terminated
that the averaging period is three yearscribed in section 3.09 if the unfunded liaPlans.
This process continues until the stated awility was originally established under the (1) For a plan year during which a plan
eraging period (not to exceed five yearsgntry age normal method. If the reestalis terminated, the funding method may be
is reached. lished unfunded liability is less than zerochanged to a method described in pare
approval is granted to change to the agraph (2) provided that the conditions se
gregate funding method described in sederth in paragraph (3) are satisfied. As
tion 3.02 (if the normal cost under thepart of the change in method, the valua
plan’'s method is determined as a levealon date may be changed to the date c
(1) If a plan uses an individual aggregat@_ercent of compensation), or section 3.0&rmination or the first d?_;\y of the plan
(if the normal cost under the plan’syear, and the asset valuation method ma

funding method and an individual norma _ i
cost becomes negative for a participan[nemOd is determined as a level dollabe changed to value plan assets at fa

approval is granted to re-allocate excednount). [marketvalue. L
assets to other participants in proportion to (3) If a plan that uses a spread gain (2) A method is described in this sub-

the present value of accrued benefits, or fynding method which establishes an inisection if the normal cost for the plan yeal
proportion to the accrued liability deter-tial unfunded liability using an immediateis the present value of the benefits accru
mined under the immediate gain fundin ain funding method (e.g., frozen initialing in the plan year, and the accrued lia
method described in section 3.01, sectiofgPility or attained age normal), becomeswility is the present value of the benefits
3.08 (only if the normal cost for a partici-f””y funded within the meaning of § 412-accrued as of the first day of the plan yea

pant is determined as a level percent 4£)(6) (without taking into account § 412- (3) The conditions in this subsection
compensation under the plan’s methodfP)U)(A)(i)('))’ approval is granted to are satisfied if:

SECTION 4. SPECIAL APPROVALS

.01 Approvals to Remedy Unreason
able Allocation of Costs.



(a) As of the date of termination, the (2) There has been a modification toules of 88 1.414(l)-1(h)(2), 1.414-
fair market value of the assets of the plathe computations in the valuation soft{l)-1(h)(3), and 1.414(I)-1(h)(4) apply in
(exclusive of contributions receivable) isware or a different valuation software sysdetermining whether a mergerde min-
not less than the present value of all bene&em has been used. Examples of modifimis.
fit liabilities (whether or not vested), and cations to the computations in the (3) For the period from the beginning of

(b) if applicable, a timely notice of in- valuation software include a change fronthe plan year of the smaller plan to the dat
tention to terminate was filed with thecommutation functions to direct calcula-of the merger, the charges and credits tt
Pension Benefit Guaranty Corporatiortion of actuarial values, changes in théhe funding standard account for the
(PBGC). rounding conventions or changes to corsmaller plan are determined without regarc

.03 Approval for Takeover Plans. rect errors or inefficiencies in the computo the merger. If that period is less than &

(1) Approval is granted by this para-ations. Examples of using a different valfull 12-month plan year, the charges anc
graph for a change in funding methodiation software system include a changeredits to the funding standard account fol
where all the conditions set forth in parain the spreadsheet software (e.g., Lotus 1he smaller plan for this period are ratably
graphs (2) through (4) are satisfied. 2-3 to Excel) or a change in the actuariaddjusted using the principles of Rev. Rul.

(2) There has been both a change in tisaftware vendor. 79-237, 1979-2 C.B. 190, in the same
enrolled actuary for the plan and a change (3) The underlying method is un-manner as if the date of the merger was th
in the business organization providing acchanged and is consistent with the infordate of plan termination of the smaller
tuarial services to the plan. mation contained in the prior actuariaplan. The deductible limit under § 404 for

(3) The method used by the new actwaluation reports and prior Schedules B afontributions to the smaller plan is deter-
ary is substantially the same as th&orm 5500. mined by treating the period from the be-
method used by the prior actuary, and is (4) The modification to the computa-ginning of the plan year to the date of
consistent with the information containedions in the valuation software or the use aherger as a short plan year and following
in the prior actuarial valuation reports oma different valuation software system is dethe procedure set forth in section 5 of Rev
prior Schedules B of Form 5500. Also, thesigned to produce results that are no leggoc. 87-27, 1987—1 C.B. 769. Schedule E
method used by the new actuary must keecurate than the results produced prior f Form 5500 is filed for the smaller plan
applied to the prior year (using the asthe modification or change. for the period from the beginning of the
sumptions of the prior actuary) and the (5) The net charge to the funding stanplan year of the smaller plan to the date o
absolute value of each resulting differdard account for the year (or for the priothe merger. Any contributions made for the
ence in normal cost, accrued liability (ifyear) determined using the new softwarsmaller plan after the date of the merger
directly computed under the method) andoes not differ from the net charge to théut not later than 8 1/2 months after the
actuarial value of assets, that is attribufunding standard account determined usindate of the merger, are credited to the fund
able to the change in cost method, dogke old software (all other factors beingng standard account of the smaller plar
not exceed five percent (5%) of the reheld constant) by more than two percerfor this period. For purposes of applying

spective amounts calculated by the priof2%). § 4971(b) (but not § 4971(a)) with respect

actuary for that year. (6) A change in valuation software re-o the smaller plan, any funding deficiency
(4) The change in costs due to thquiring approval was not made for thehat existed for the smaller plan is consid-

change in method is treated in the samior plan year. ered corrected as of the date of merger.

manner as an experience gain or loss, un-(7) Section 4.04 (Approval for Takeover (4) If the valuation date for the larger
less the actuarial assumptions are beirfgJans) of this revenue procedure is not aplan for the plan year in which the merger
changed, in which case the change iplicable to the change. occurs precedes the date of the merger, tt
method is treated as part of the change in (8) The effect of the change in method isharges and credits to the funding standar
assumptions. treated in the same manner as an expeaecount for the larger plan for that plan
.04 Approval for Change in Valuationence gain or loss, unless the actuarial agear are determined without regard to the
Software sumptions are being changed, in whicmerger. Consequently, Schedule B of Forn
(1) Approval is granted for a change ircase the effect of the change in method 5500 for the plan year of the larger plan in
method that results from a change in valureated as part of the effect of the change imhich the merger occurs is filed without
ation software where all the conditions sedissumptions. regard to the merger in such a case. Sim
forth in paragraphs (2) through (8) are sat- .05 Approval forDe MinimisMergers larly, the deductible limit determined under
isfied. Note that certain changes in valua- (1) Approval is granted for a change irg8 404 with respect to the plan year of the
tion software may not constitute changemethod in connection with a merger delarger plan in which the merger occurs is
in funding method. For example, the upscribed in paragraph (2) where the procaletermined without regard to the merger.
date of the valuation software to incorpodures set forth in paragraphs (3) through (5) For the actuarial valuation of the
rate the actual social security taxable wag®) below are followed. larger plan as of the valuation date coinci-
base for the current year is not a change in (2) The merger involves the merger of aent with or next following the date of the
funding method. Also, if all of the resultssmaller plan (within the meaning ofmerger, the funding method (including
of each specific computation are the sam@ 1.414(1)-1(h)(1)) and a larger planasset valuation method) used is that fo
after the change in valuation software(within the meaning of § 1.414(I)-1(h)(1)).the larger plan, and the funding methoc
there is no change in funding method.  For purposes of this paragraph (2), théncluding asset valuation method) usec



for the smaller plan is disregarded. Théin all respects) is used for each of the twoer that the unfunded liability was origi-
charges and credits to the funding starplans, the asset valuation method of theally determined for the ongoing plan.
dard account for the larger plan are detemerged plan is that method. If the sam&herefore, the amortization base estab
mined by treating the net effect of theasset valuation method (in all respects) isshed pursuant to the rules of sectior
change in assets and liabilities due to theot used for each of the two plans (for ex5.01(2) will reflect any change of actuarial
merger in the same manner as any othample, the smoothing period is threassumptions and methods. For purposes:
gain or loss experienced by the largeyears for one of the plans and five yearthis paragraph, a spread gain method is ar
plan. Consequently, any amortizatiorfor the other plan), the asset valuatiomethod that does not directly calculate at
bases, credit balances, or funding defimethod used for the merged plan must keccrued liability. See Rev. Rul. 81-13 for
ciencies with respect to the smaller plaan asset valuation method described wwhether a funding method directly calcu-
are disregarded for purposes of applyingection 3. lates an accrued liability.

8§ 412 and § 4971 with respect to the (9) If the funding method (without re- (13) If the date of the merger is the las
larger plan. gard to the asset valuation method) usethy of the plan year, the minimum fund-

.06 Approval for Certain Mergers With for each of the two plans is the same, thang standard under § 412 and the de
Same Plan Year And Merger Date of Firsfunding method is continued for the plarductible limit under § 404 for each of the
or Last Day of Plan Year after the merger. If the funding methodplans for the plan year in which the

(1) Approval is granted for a change i(without regard to the asset valuatiomimerger occurs are determined without re
method that results from a merger of onmethod) used for each of the two plans igard to the merger. Consequently, sepe
plan with another plan in a given plamot the same, then the funding methotate Schedules B of Form 5500 are filec
year where all the conditions set forth irused for the ongoing plan is continuedor the plans for the plan year in which the
paragraphs (2) through (6) are satisfiedfter the merger. For this purpose, the oimerger occurs without regard to the
and the procedures set forth in paragraplgeing plan is the plan as designated by thraerger in such a case. Any contributior
(7) through (13) are followed. plan administrator (within the meaning offor the plan year that is made to the trus

(2) The merger is not de minimis § 414(g)), whose name and plan numbexfter the date of the merger may be crec
merger within the meaning of 8§ 1.414will continue to be reported on Scheduléed on either of the Schedules B providec
(H-1(h). B of Form 5500 for years after thethat the contribution is made for such plar

(3) The funding method (without re-merger. The funding method used for thevithin the period described in § 412-
gard to the asset valuation method) usegalan which is not the ongoing plan is dis{c)(10). For the plan year following the
for each of the plans is a method deregarded. plan year in which the merger occurs, the
scribed in section 3. (10) An experience gain or loss is deminimum funding standard and the de-

(4) Both plans have the same plan yedermined separately for each of the twaluctible limit are determined for the plan
and a valuation date that is either the firgilans, for the period prior to the date o&fter the merger by following the proce-
or last day of the plan year. the merger, without regard to the mergedures set forth in paragraphs (8), (9), (10)

(5) The date of the merger is either thand any associated changes (i.e., changé4) and (12) above as if the merger oc
first day of the plan year or the last day oin funding method, actuarial assumptions;urred on the first day of such following
the plan year of the two plans. or plan benefits). The preceding sentengaan year.

(6) In a case in which the date of thapplies only to the extent that an experi- .07 Approval for Certain Mergers With
merger is the first day of the plan yeargnce gain or loss would have been detefransition Period No More Than 12
neither plan has a funding deficiency fomined under the methods used for th®&lonths
the prior plan year. In a case in which thelans prior to the merger. (1) Approval is granted for a change in
date of the merger is the last day of the (11) All amortization bases that weremethod that results from a merger of one
plan year, neither plan has a funding defimaintained for the two plans continue tglan with another plan where all the con-
ciency for the plan year of the mergebe maintained for the merged plan to thditions set forth in paragraphs (2) througt
(after taking into account contributionsextent they would be maintained unde¢7) are satisfied, and the procedures se
made after the date of the merger as prthe funding method used for the mergetbrth in paragraphs (8) through (15) are
vided in paragraph (13) below). plan. The credit balances, if any, of eacfollowed.

(7) If the date of the merger is the firsof the two plans from the prior year are (2) The merger is not de minimis
day of the plan year, the minimum fund-carried forward to the current plan yeamerger within the meaning of § 1.414-
ing standard of § 412 and the deductibland combined. (N=1(h).
limit of 8 404 are determined for the (12) If an unfunded liability is deter- (3) The funding method (without re-
merged plan for the entire plan year imined under the funding method used fogard to the asset valuation method) use
which the merger occurs in the mannethe ongoing plan, it must be determinefior each of the plans is a method de
provided in paragraphs (8), (9), (10), (11)after any change in actuarial assumptiorscribed in section 3.
and (12) below. Consequently, for theand methods (including a change in asset(4) Each of the plans, prior to the
plan year in which the merger occursyaluation method pursuant to paragrapimerger, had a valuation date that was th
only one Schedule B of Form 5500 ig8)). In the case of such a funding methofirst day of the plan year.
filed for the merged plan in such a case. that is a spread gain method, the unfunded (5) The plans do not have the same pla

(8) If the same asset valuation methotlability is redetermined in the same manyear, or, if both plans have the same pla



year, the date of the merger is not the firsthich the merger occurs is determined iated changes (i.e., changes in funding
day or the last day of the plan year. steps. In the first step the funding stammethod, actuarial assumptions, or plar

(6) The period from the first day of thedard account for the ongoing plan is debenefits). The preceding sentence applie
plan year of the plan that is not the ongaermined without regard to the merger. lonly to the extent that an experience gair
ing plan to the end of the plan year of théhe second step, charges and credits attribr loss would have been determined unde
ongoing plan (as defined in sectiorutable to the plan that is not the ongointhe methods used for the plans prior to the
4.06(9) above) in which the merger takeplan are determined for the interim perioanerger.
place (the “transition period”) does notas described in paragraph (9) above. In (13) All amortization bases that were
exceed 12 months. the third step the charges and credits fromaintained for the two plans continue to

(7) The ongoing plan does not have the first two steps are combined in a marbe maintained for the ongoing plan to the
funding deficiency for the prior plan year,ner similar to the treatment for separatextent they would be maintained under
and the plan that is not the ongoing plaplans under 8 413(c)(4)(A) except that théhe funding method used for the ongoing
does not have a funding deficiency for theredit balance or funding deficiency forplan. If an unfunded liability is deter-
short plan year described in (8) below. each plan at the end of the year are comiined under the funding method used for

(8) For the period from the beginningbined to determine an overall credit balthe ongoing plan, it must be determined
of the plan year of the plan that is not theance or funding deficiency. Schedule Bafter any change in actuarial assumption:
ongoing plan to the date of the mergeof Form 5500 is filed for the ongoing planand methods (including a change in asse
(the “short plan year”), the charges andbr the plan year in which the merger ocvaluation method pursuant to paragrapt
credits to the funding standard account fazurred with the combined entries to th€12)). In the case of a funding method
such plan are determined without regartlnding standard account as describetthat is a spread gain method, the unfunde
to the merger. For the short plan year, thebove. The other entries on the Scheduliability is redetermined in the same man-
charges and credits to the funding starB (e.g. lines dealing with accrued liabil-ner that the unfunded liability was origi-
dard account for that plan are ratably adty) should be those for the ongoing plamally determined for the ongoing plan.
justed using the principles of Rev. Rulwithout regard to the merger. Therefore, the amortization base estab
79-237 in the same manner as if the date (11) For the plan year of the ongoindished pursuant to the rules of section
of the merger was the date of plan termpplan following the plan year in which the5.01(2) will reflect any change of actuar-
nation of that plan, and a Schedule B afherger occurs the funding method for théal assumptions and methods. For pur
Form 5500 is filed for the short plan yearongoing plan is determined in accordancposes of this paragraph, a spread gai
Any contributions made for that plan aftewith the rules set forth in paragraphs (11)nethod is any method that does not di-
the date of the merger, but not later than @2), and (13). If the same asset valuatiorectly calculate an accrued liability. See
1/2 months after the date of the mergemethod (in all respects) is used for each &lev. Rul. 81-13 for whether a funding
are credited to the funding standard adhe two plans, the asset valuation methatiethod directly calculates an accrued lia:
count of that plan for the short plan year. of the merged plan is that method. If théility.

(9) Charges and credits attributable tsame asset valuation method (in all re- (14) The deductible limit under § 404
the plan that is not the ongoing plan for thepects) is not used for each of the twéor the plan that is not the ongoing plan
period, if any, from the date of the mergeplans (for example, the smoothing periodor the short plan year is determined,
to the end of the plan year of the ongoing three years for one of the plans, andithout regard to the merger, following
plan (the “interim period”) are determinedfive years for the other plan), the assdhe procedures set forth in section 5 of
without regard to the merger as set forth imaluation method used for the merge®ev. Proc. 87-27. The deductible limit
this paragraph. Accordingly, the chargeplan must be an asset valuation methaghder § 404 for the plan that is the ongo-
and credits are determined based upon thescribed in section 3. If the fundingng plan is determined for the plan year in
funding method, actuarial assumptionanethod (without regard to the asset valuavhich the merger occurs as the sum of th
and valuation results used for purposes 6fon method) used for each of the twdimit determined for the plan without re-
paragraph (8) above, and are ratably aglans is the same, that funding method igard to the merger plus the limit deter-
justed to reflect the length of the interimcontinued for the plan after the merger. Imined with respect to the plan that is nof
period. Such charges and credits shouttie funding method (without regard to thehe ongoing plan for the interim period
include interest to reflect the period fromasset valuation method) used for each dfescribed in paragraph (9) above.
the valuation date (of the plan that is nathe two plans is not the same, then the (15) If the date of the merger is the first
the ongoing plan) to the date of the mergefiinding method used for the ongoing plawlay of the plan year of the ongoing plan,
as well as interest for the interim periodis continued after the merger. The fundthe minimum funding standard and the
The credit balance, if any, at the end of thmg method used for the plan which is notleductible limit under § 404 are deter-

short plan year described in paragraph (8pe ongoing plan is disregarded. mined under this paragraph (15). The
above is carried forward to the beginning (12) An experience gain or loss is deminimum funding standard and de-
of the interim period. termined separately for each of the twaductible limit under § 404 are determined

(10) Unless the date of the merger iplans, for the period prior to the valuatiorfor the short plan year as described ir
the first day of the plan year of the ongodate for the plan year following the plarparagraphs (8) and (14) above as if the
ing plan, the funding standard account foyear in which the merger occurred, withimerger occurred on the last day of the
the ongoing plan for the plan year inout regard to the merger and any assogiteceding plan year of the ongoing plan.



However, as there is no interim periodsult, a credit balance of $4,150 ($10,295 lesmethod that is otherwise described ir
the calculations described in paragraphi$:145) is reported on the Schedule B as of April lgection 4.07 (except that the transitior

001. . . . .
(9) and (10) are not made. Instead, tHe (@) For Plan B, the minimum funding stanolaropenod described in section 4.07(6) ex-

minimum funding standard and de+o the plan year beginning July 1, 2000, is deterC€€ds 12 months) if the procedures se
ductible limit under § 404 for the planmined in steps as described in paragraph (1dprth in paragraphs (2) through (6) are
year of the merger will fully reflect the above. followed. If, however, the date of the
merger in the manner described in para- First. the minimum funding standard is determerger js the first day of the plan year of

mined for Plan B without regard to the merger usin . .
graphs (11), (12), and (13). the July 1, 2000, actuarial valuation, Thus, the nc)?_he ongoing plan, the merger is treated a

(16) The following example illustrates y1 cost would be $8,000, the amortization Charggccurring on the day before the first day
the application of this subsection. would be $11,428, and interest on these amoun@f the plan year of the ongoing plan. In

(a) Plan Ahas a plan year that begins on Octqusing the 8 percent interest rate) would be $1,554uch a case, the length of the transitio
ber 1 and ends on the following September 30. Thaend the total charges would be $20,982. The Cre‘jiﬁeriod would be less than 12 months. an
valuation date for Plan Ais October 1, the first daywithout regard to employer contributions) would - '
of the plan year. be the credit balance of $19,000 plus interest (attepe rules of SeCtIO_n 4.07 apply. L

(b) Plan B has a plan year that begins on July gercent) of $1,520 for total credits of $20,520. Ac- (2) For the period from the bgglnnmg
and ends on the following June 30. The valuationordingly, Plan B would have a funding deficiencyof the plan year of the plan that is not the
date for Plan B is July 1, the first day of the plarof $462 ($20,982 minus $20,520) if there were n@ngoing plan to the date of the merge!

year. employer contributions and the merger was disre(the “short plan year”), the charges anc

(c) Plan A'is merged into Plan B on April 1, garded. - ;
2001. Second, charges and credits attributable to Pla(%redlts to the fundlng standard accoun

(d) An actuarial valuation was made with re-A are determined for the interim period (from April TOF that plan are determined without re-
spect to Plan A as of October 1, 2000, for the plam, 2001 (the date of the merger) to June 30, 200gard to the merger. For the short plar
year commencing October 1 ZOQO, usipg the ent_r(sthe end of the plan year of the ongoing plan ityear, the charges and credits to the func
s actuaral value o he aseets cetormined sing hermal contof 51267 (412 of 55,000 adhused fof 9. Sndard account for that plan are rat
smoothing method described in section 3.15. Thene half years intérest at6 perceni), an amortizatio‘[;;llbly adJUSted_ using the principles of Rev‘
valuation interest rate for Plan A is 6 percent. Theharge of $1,786 (3/12 of $6,938 adjusted for onRUl. 79-237 in the same manner as if th
relevant valuation results are as follows: the normadalf years interest at 6 percent), plus interest of $48ate of the merger was the date of pla
cost equals $5,000; the u_nfunded accrued Iiabil_ityfor the interim period at 6 percent) for total chargetermination of that plan, a Schedule B of
Jear equals $10,000; the amerization chargesoniibutions) consist of tne credit baiance of 01 3200 1S filed for that plan for the
equals $6,938; and the outstanding balance of am@4,150 (from the Schedule B for the short plan yeasrhort plan year. Any contributions made
tization bases equal $60,000. Plan A has no utirom October 1, 2000, to April 1, 2001) plus interestOf that plan after the date of the merger
funded current liability. No contribution was made(at 6 percent for the interim period) of $61 for totabut not later than 8 1/2 months after the
to Plan A for the short plan year from October 1credits of $4,211. Accordingly, for the interim pe-date of the merger, are credited to the
2000, through April.l, 2001.' _ riod from April 1‘, 200‘l, to June 30, 2001, thefunding standard account of that plan for

(e) An actuarial valuation was made with recharges and c_redlts attributable to Plan A would "%he short plan vear
spect to Plan B as of July 1, 2000, for the plan yeault in a credit balance of $1,093 (the excess ob P year. . .
commencing July 1, 2000, using the entry age nog4,211 over $3,118) if there were no employer con- (3) Charges and credits attributable tc
mal method as described in section 3.08 with the agibution and the merger was disregarded. the plan that is not the ongoing plan for
tuarial value of the assets determir_led ‘as the fair mar- Third, the charges and credits for the first twahe period from the date of the merger tc
Plan B 1 & percent. The relevant valuation resfunaing defiency tat were sepataten determineg . S Of the plan year of the plan that
are as follows: the normal cost equals $8,000; that the end of the year are combined to determine glr?e ongomg_ plan (t_he “interim period”)
unfunded accrued liability equals $101,000; theverall credit balance or funding deficiency. Thus@l€ determined without regard to the
credit balance from the prior year equals $19,00@he charges reported on the 2000 Schedule B fénerger as set forth in this paragraph (3)
the amortization charges equgl $1_1,428; and the olRlan B would consist of a normal cost of $9,287Accordingly, the charges and credits are
3120000, Plan B ns o Unfunded curont TaBliyS13 214 (512,428 plus 51.78), nerest charge GCLC Mined based upon the funding

(f) For Plan A, the period from October 1, 2000$1,599, and total cF;larges of $24,100 ($2o,982g piyfethod, actuarial assumptions, and valu
to April 1, 2001, is treated as a short plan year fo$3,118). The credits reported on the 2000 Scheduf!ON results used for purposes of para
purposes of § 412. The charges and credits to tiefor Plan B would consist of a prior year creditgl’aph (2) above.
funding standard are _determingd ba;ed upon the Gsalance of $23,150 ($19,000 plus $4,150), interest (a) For the period from the date of the
Ihe merger and are ratably adjused 10 rofect s of $54.131 (850520 pius S 210, The credi /ST 0 the date that would have bee
short plan year from October 1, 2000, to April 1balance re’ported on’the 2000 Schedule B as of Ju{nrt]ee end of the_ plan year of the plan that i
2001. A Schedule B of Form 5500 is filed for the30, 2001, would be $631 ($1,093 minus $462). NOt the ongoing plan had there been n
short plan year with the relevant entries for the fund-  (h) With the July 1, 2001, actuarial valuatonmerger (the “first partial period”), the
ing standard account reported as follows: the nofor Plan B, the funding method for the plan acharges and credits to the funding stan
fon anaroe is $3469 (112 tmes $6.938). and trvarial value of tne aseets determined uaing 20 account are determined by ratabl
interest on the normal cost and amortization chargeethod described in section 3. An amortizationgc_1JL|StIng the charges and credits detel
is $176 (for the period from October 1, 2000 base is established pursuant to section 5 to refie@dined under paragraph (2) above to re
through April 1, 2001). Thus, the total charges aréhe change in funding method. flect the length of the first partial period.

$6,145. The credits to the funding standard account 08 Approval for Other Mergers With Such charges and credits should includ
that are reported on the Schedule B are $10,295 “fransition Period More Than 12 Months interest to reflect the period from the val-

resenting the prior year credit balance of $10,00 . . . .
plus $2995 intefest fgr the short plan year. As a re- (1) Approvalis granted for a change iruation date (of the plan that is not the on



going plan) to the date of the merger, asy adding together the charges and credits First, the minimum funding standard is deter-
well as interest for the interim period. Theor the first and second partial periods deghined is determined for Plan B without regard to
credit balance at the end of the short plascribed in paragraph (3) above. In thg;i;?]ergrer:uis'tnh%tggr;a;}ucacgt%A’Iozuciglb’ea;;ugggl \t’ﬁel
year described in paragraph (2) above third step the charges and credits from thgortization ‘charge would be $11,428. the interes
carried forward to the beginning of thefirst two steps are combined in a mannejn these amounts (using the 8 percent interest rats
first partial period. similar to the treatment for separate plangould be $1,554, and the total charges would be
(b) For the period from the date thatinder § 413(c)(4)(A) except that theb20:982. The credits (without regard to employer
would have been the end of the plan yearedit balance or funding deficiency for;igtg'é’ouuons.) would be the credit balance of
. . , plus interest (at 8 percent) of $1,520 for
of the plan that is not the ongoing plareach plan at the end of the year are COM, credits of $20,520. Accordingly, Plan B would
had there been no merger to the end of tined to determine an overall credit balhave a funding deficiency of $462 ($20,982 minus
plan year of the ongoing plan in which thence or funding deficiency. Schedule B20,520) if there were no employer contributions
merger occurs (the “second partial pesf Form 5500 is filed for the ongoing planand the merger was disregarded. ,
riod”), the charges and credits to the fundfor the plan year in which the merger oc-PIa:fcf’g:j’thceh?r:?:r?mar;ir?gzdgfoizeA(;fiﬁeim'zngglfo
ing standard account are determinedurred with the combined entries t0 thye date of the merger) to December 31, 2001 (th
based upon the expected normal co$tinding standard account as describeghd of the plan year of the ongoing plan in which
amortization charge, and amortizatiormbove. The other entries on the Schedullee merger occurs)) by adding together the charge
credit from the valuation used for pur-B (e.g., lines dealing with accrued liabil-and credits for the first and second partial periods
poses qf paragraph (2) above, and are rény_') should be those for the ongoing plalﬁ g:n::l? ég 2?2;'5%”&?’1?;;hSég%%S;czzz'tztdo:of
ably adjusted to reflect the length of thevithout regard to the merger. one half years interest at 6 percent), an amortizatio
second partial period. Such charges and(5) For the plan year following thecharges of $3,572 (6/12 of $6,938, with one half
credits should include interest for the seglan year in which the merger occurs thgears interest at 6 percent) plus interest of $275 (fo
ond partial period. In addition, if the fund-funding method for the ongoing plan isthe period from April 1, 2001, to December 31,
ing method used for the plan that is notletermined in accordance with the rule 20115)6 (Irgfnctfg';scﬁggj:zt; ff;?fhgrzggr?z:gcheg
the ongoing plan is a funding method than paragraphs (11), (12), and (13) of S€Gom october 1, 2000, to April 1, 2001) plus interest
directly calculates an accrued liabilitytion 4.07. (at 6 percent for the period from April 1, 2001, to
within the meaning of Rev. Rul. 81-13, (6) The deductible limit under § 404December 31, 2001) of $185 for total credits of
an amortization base is developed to rder the plan that is not the ongoing plarp4:336- For the second partial period, the charge
flect the gain or loss with respect tq assefs_r the short plan year is determin_ed;?j;tsitzgzisnn?hrgféggséf ;ﬁgizo((gllllzzogfggg%
for the short plan year by comparing thevithout regard to the merger, followingp,s 9/12 of $818) plus interest of $71 (which in-
expected and actual value of the asset$ie procedures set forth in section 5 dfiudes interest on 9/12 of $818 for the period from
For this purpose, the expected value dRev. Proc. 87-27. The deductible limi#pril 1, 2001, to December 31, 2001). As part of
the assets is computed as the market valuader § 404 for the plan that is the ongdhis calculation, an amortization base of $3,650 is
of the assets determined for purposes aig plan is determined for the plan year iriStgggghfg fp;ﬁp{eszzrglﬂzﬁeﬁfﬁﬂﬁs;rsog]ngé?ebé
paragraph (2), plus contributions madevhich the merger occurs as the sum of th@ets of $823,650 less actual assets of $820,00C
for the short plan year described in pardimit determined for the plan without re-The amortization charge for this base is $818.
graph (2), minus disbursements (i.e., bergard to the merger plus the limit deterThere are no amortization credits for the seconc
efit payments and expenses determinadined with respect to the plan that is ngtartial period. , _
on either an actual or expected basisjhe ongoing plan for the interim period. __1"'d: the charges and credits for the first two
. . . . . . steps are combined except that the credit balance «
with all items adjusted for expected inter- (7) The following example illustrates ynging deficiency for each plan at the end of the
est at the valuation rate for the period tthe application of this subsection. Theear are combined to produce an overall credit bal
the date of the merger. The actual valuiacts are the same as in the example #énce or funding deficiency. Thus, the charges re-
of the assets is set to the market value s&ction 4.07(16) except that the plan ye&prted on the 2001 Schedule B for Plan B would
the assets of the plan that is not the ongof Plan B is the calendar year and the va.g%nz';: (:)fljsnggmzaslOc)os;n?;i?zlﬁizfn(fﬁfgoeglz?
ing plan (that become part of the assets ohtion date is January 1, 2001. Additionaﬂgl}lm? ($11,42é plus ’$3,572 plus $2,347), interes
the ongoing plan) on the date of thdacts are that the market value of the asf $1,900 ($1,554 plus $275 plus $71) for total
merger. The amortization charge or credgets of Plan A as of the valuation date afharges of $31,071. The credits reported on the
(whichever is the case) is determined foDctober 1, 2000, is $800,000, the marke{?01 Schedule B (without regard to employer con-
such base and is ratably adjusted to refleealue of the assets of Plan A at the date § 3ugggsz$vlvguégob;ﬁspgzrlé%?r if};i?gs?illndcites ocff
the length of the interim period. the merger is $820,000, and there are RQ 705 ($1,520 plus $185), and total credits of
(4) The funding standard account fodisbursements expected from Plan A du24,856 . The funding deficiency reported on the

the ongoing plan for the plan year ining this period. 2001 Schedule B as of December 31, 2001, woulc
which the merger occurs is determined in (a) For Plan A, for the period from October 1,be $6,216 ($462 plus $5,753) if there were no em.
steps. In the first step the funding stare000, through April 1, 2001, is treated as a shoRloyer contributions for the plan year.
dard account for the ondoin | . de;zlan year. The funding standard account for this pe-
. . going plan 1S d€s,4 is getermined as shown in section 4.07(16)(f).SECT|ON 5. GENERAL RULES
termined without regard to the merger. Ifys, there is a credit balance of $4,150 as of tRELATING TO FUNDING METHODS
the second step, the funding standard aenad of the short period.
count for the plan that is not the ongoinég (b) For Plan B, the minimum funding standard Approval for a change to any method in

plan |S determlned for- the |nter|m perlo or the plan year beglnnlng January 1, 2001, is deteﬂ'“S revenue procedure does not apply un
mined in steps as described in paragraph (4) above.



less the provisions of sections .01 throughases described in paragraph (1) must B@ange is effective that the plan adminis
.03 are satisfied. maintained, and (b) all amortization basegator or plan sponsor agrees to the chanc

.01 Amortization Bases. other than those described in paragragh funding method. In the case of a spe

(1) Continued Maintenance of Waiver(1) shall be considered fully amortized. cjal approval for a change in funding
Shortfall, Five-Year Alternative Switch- (3) Amortization Period. For any method described in section 4, other tha
back, and Transition Bases. In the case harge or credit base established pursuamfe approval described in section 4.0:
a plan which, prior to a change in fundindg® the requirements of paragraph (2), theapproval for Change in Funding Method

method, has a funding waiver base deamortization period is 10 years. for Fully Funded Terminated Plans), the
scribed in § 412(b)(2)(C), a base due to a (4) No base is established due solely tequirement that the plan administrator ol
switchback to the regular funding stan@ change in valuation date. authorized representative of the plar

dard account described in § 412(b)(2)(D), -02 Although compensation must be&ponsor agree to the change will be sati
a shortfall base described in § 1.41}imited in accordance with § 401(a)(17) infied if the plan administrator or an autho-
(c)(1)-2(g), or a transition base describe@letermining benefits to be valued, it mayized representative of the plan sponsor i
in § 1.412(c)(3)-2(d), the current fundingPr Mmay not be so limited in determiningmade aware of the change before th
method, regardless of any other characteife present value of future compensatiogchedule B is filed.
istics, must maintain such base(s) as if tfexpected to be paid to the participant for (3) This revenue procedure does no
funding method had not changed an@ach year of the participant's anticipate@dpply if, for the plan year of the change, ¢
must charge, or credit, the funding starfuture service. However, the alternativeninimum funding waiver under § 412(d)
dard account with the amortizationused is part of the method and any changgs been requested for the plan or is beir
charge(s), or credit(s), for such base(d) such practice is a change in fundingmortized, or if an extension of an amorti-
after the change in funding method. method. zation period under 8§ 412(e) has been re
(2) Creation of a Funding Method -03 Whenever, under the fundingquested or is currently applicable for
Change Base. Except in the case of @ethod, the normal cost is calculated as@mputing minimum funding require-
change to a funding method described il¢vel percentage of compensation, then afients, for the plan.
section 3.02, section 3.03, section 3.04, dpdividual's compensation is included in  (4) This revenue procedure does no
section 3.05, all existing bases shall bthe amount of current year's compensaapply if the plan is under an Employee
maintained and an amortization base shdipn to which the normal cost percentag@lans examination for any plan year, or i
be established equal to the difference bés applied if and only if the compensatiorthe plan sponsor, or a representative, hz
tween the unfunded accrued liabilityfor that individual is included in the pre-received verbal or written notification
under the new method and an amourf€nt value of future compensation ovefrom the Tax Exempt and Government
equal to (A) the net sum of the outstandwhich normal costs are spread. Similarlygntities Division of an impending Em-
ing balances of all amortization bases (inwhenever the normal cost is calculated gfoyee Plans examination, or of an im-
cluding, when the preceding method wa@ level dollar amount, then an individuapending referral from another part of the
an immediate gain method, the gain ois included in the determination of theservice for an Employee Plans examina
loss base for the immediately precedingumber of individuals by which the nor-tion, or if the plan has been under such a
period), treating credit bases as negativ@al cost per participant is multiplied if examination and is in Appeals or in litiga-
bases, less (B) the credit balance (or pl@)d only if that individual is included for tion for issues raised in an Employee
the funding deficiency), if any, in the purposes of determining the present valuejans examination.
funding standard account, less (C) thef an annuity of $1 for years of antici- (5) Except as provided in section 4.02
sum of (i) any existing accumulation ofPated service over which normal costs angis revenue procedure does not apply to

additional funding charges for prior planspread. change which is made for a plan year ir
years due to 8 412(l), (i) any existing ac- which the plan is terminated.

cumulation of additional interest chargeigsgﬁg\l;":sgig%lg;?NS UNDER (6) Non-Applicability if Shortfall
due to late or unpaid quarterly install- Method is Discontinued. If the current
ments for prior plan years and (iii) any ex- .01 General Restrictions. method makes use of the shortfall

isting accumulation of additional interest (1) This revenue procedure does ndhethod, approval to change to anothe
charges due to the amortization of priogpply to a change in funding method for &/nding method under this revenue proce
funding waivers (which sum can be foungan year if either (a) a Schedule B oflure will apply only if the new funding
on the Schedule B, for example, in 199Form 5500 has been filed for such plamethod continues to make use of the
on Line 9q(4)), all adjusted for interest ayear using some other funding method g#hortfall method. For example, approva
the valuation rate to the valuation date ifb) the due date (including extensions) fois not granted to change from the entry
the plan year for which the change isuch Schedule B has passed. age normal method (which uses the shor
made. If this difference is a positive or (2) This revenue procedure does nd@ll method) to the unit credit method
negative number, the resulting base wilhpply unless the plan administratotinder section 3.01 unless the unit cred
be a charge base or a credit base, resp@githin the meaning of § 414(g)) or an aumethod makes use of the shortfall
tiVG'y. In the case of a Change toa fundinmorized representative of the p|an SpoﬁnethOd.

method described in section 3.02, sectiogor indicates as part of the series Form -02 Additional Restrictions For Ap-
3.03, section 3.04, or section 3.05, (a) the500 for the plan year for which theprovals in Section 3.



(1) Non-Applicability for Reversion method under which the liabilities arevision. For further information regarding
Cases. This revenue procedure does nadjusted to reflect the performance or exthis revenue procedure, call (202) 622-
apply to changes in funding method repected performance of the assets. 6076 between 2:30 and 3:30 Eastern tim
quired by Treasury Release R-2697 dated (5) Non-Applicability if Benefit Accru- (not a toll free number) Monday through
May 24, 1984, concerning the reversiorals are Frozen Under the Plan. Approvdfriday. Mr. Holland’s number is (202)
of assets from a terminated plan. Furto change to any method described in se622-6730 (also not a toll free number).
thermore, approval under section 3 doesons 3.02 through 3.09, does not apply if
not apply if, in the 15 years preceding the@ plan provides that no participant may
date of change, such plan was involvedccrue a benefit as of a date that is no later
in a transaction described in such Treahan the first day of the plan year. In such
sury Release subsequent to May 24 case, approval to change to the method
1984. described in section 3.01 applies only as

(2) Non-Applicability for Plans Using described in section 4.01(5).

Universal Life Insurance Products. Ap- (6) Non-Applicability if Negative Nor-
proval to change to a method describeghal Cost or Negative Unfunded Liability
in section 3 does not apply in the case d?esults From the Change. Approval to
a plan for which some of the assets arehange to a method described in section 3
provided through universal life insurancedoes not apply if, after the change in
policies unless, under the fundingnmethod, a negative normal cost exists.
method adopted, (a) all plan benefits inAlso, approval to change to a method de-
cluding those provided by the universakcribed in section 3 does not apply if,
life insurance policies are considered liaafter the change in method, a negative un-
bilities in calculating costs and arefunded liability exists, and the method (a)
funded using the same method as usesl a spread gain method, and (b) uses an
for retirement costs, and (b) the cashnfunded liability in determining the nor-
value as of the valuation date of sucimal cost. For purposes of the preceding
contracts is treated the same as all otheentence, a spread gain method is any
assets of the plan in calculating costsnethod that does not directly calculate an
However, the requirements of (a) abovaccrued liability. See Rev. Rul. 81-13 for
will not fail to be satisfied merely be-whether a funding method directly calcu-
cause ancillary benefits, within thelates an accrued liability.

meaning of § 1.412(c)(3)-1(f)(2) of the (7) Non-Applicability if Change in
regulations, are funded on a reasonabMethod is Being Made Pursuant to a
one-year term funding method. Spin-off or Merger. Approval to change

(3) Four-Year Limitation on Changes.to a method described in section 3 does
Approval to change to a method denot apply if the funding method for a plan
scribed in section 3 does not apply to anyear is being changed in connection with
of the following changes: a plan spin-off or merger unless the

(a) the asset valuation method is beinghange is made as provided in section
changed and the asset valuation meth@d05, section 4.06, section 4.07, or section
was changed in any of the four (4) pre4.08.
ceding plan years,

(b) the valuation date is being change§ECT|ON 7. EFFECTIVE DATE
and the valuation date was changed in
any of the four (4) preceding plan year
or

(c) The funding method is being

changed in a way not described in (a) 6SECTION 8. EFFECT ON OTHER

(b), and a funding method change (othgseyvENUE PROCEDURES
than a change for which approval is pro-

vided by section 4 of this revenue proce- Rev. Proc. 95-51, as clarified and mod-
dure, or a change described in (a) or (b)jied by Rev. Proc. 98-10 and Rev. Proc.
was made in any of the four (4) preced99-45, is superseded.
ing plan years.

(4) Non-Applicability when Liabilities PRAFTING INFORMATION

are Adjusted for Assets. Approval 10 The principal author of this revenue

change to a method described in sectiqhy,cedure is James E. Holland, Jr. of the
3 does not apply to a change in fundingay Exempt and Government Entities Di-

< This revenue procedure is effective for
plan years commencing on or after Janu-
ary 1, 2000.



