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SUMMARY: This document contains finaltions (26 CFR Part 1) under section 42Q«ts to health benefits. Under this
Income Tax Regulations relating to theof the Internal Revenue Code of 198&sit maintenance requirement,”
minimum cost requirement under sectiofCode). '

Internal Revenue ServiceSUPPLEMENTARY INFORMATION:

tiree health coverage during the cost mair®ne of the conditions of a qualified sec-
tenance period does not satisfy the mintion 420 transfer was that the employer
mum cost requirement of section 420(c)(3patisfy a maintenance of effort require-
In addition, these regulations clarify the cirment in the form of a “minimum cost re-
cumstances under which an employer iguirement” under which the employer
considered to have significantly reduced rewvas required to maintain employer-pro-
tiree health coverage during the cost mairvided retiree health expenditures for cov-
tenance period. ered retirees, their spouses, and depel

DATES: Effective Date These regula- g_enet:ra(;toztn;ir;irriltz?aggélarelr?c\)/gl i];?; ier‘r
tions are effective June 19, 2001. Y P : Deg

Applicability Date: These regulations nlng_\_/wth the taxable year in which the
rci_uahfled transfer occurs.

The Uruguay Round Agreements Act
n}bublic Law 103465) (108 Stat. 4809)
(December 8, 1994) extended the avail
ability of section 420 through December
FOR FURTHER INFORMATION CON- 31, 2000. In conjunction with the exten-
TACT: Janet A. Laufer or Vernon S. Cartesion, Congress modified the maintenance
(202) 622-6060 (not a toll-free number).  of effort rules for plans transferring assets
for retiree health benefits so that employ-
ers could take into account cost saving:
realized in their health benefit plans. As &
) ) ) result, the focus of the maintenance of ef:
This document contains final regulasot requirement was shifted from health
“ben-
- ) - which ap-
These regulations provide guidsjieq to qualified transfers made after De-

ber 18, 1999. See tl#fective Dategor-
tion of this preamble.

Background

420, which permits the transfer of excesance concerning the minimum cost rezamper 8, 1994, an employer had tc
assets of a defined benefit pension plan toqirement under section 420. The ReVi aintain substantially the same level of
retiree health account. Pursuant to sectimnue Reconciliation Act of 1990 (PUb”Cemponer-provided retiree health cover-
420(c)(3)(E), these regulations provide thdtaw 101508) (104 Stat. 1388), sectionage for the taxable year of the transfer ant
an employer who significantly reduces re12011, added section 420 of the Code, fo following 4 years. The level of cover-

temporary provision permitting (:ertainage required to be maintained was base
qualified transfers of excess pension agy the coverage provided in the taxable
sets from a non-multiemployer defined e jmmediately preceding the taxable
benefit pension plan to a health beneflt§ear of the transfer.

account. A health benefits account is dé- e Tax Relief Extension Act of 1999
fined as an account established and maifﬁtle V of H.R. 1180, the Ticket to Work

tained under section 401(h) of the Codgnq \work Incentives Improvement Act of
(401(h) account) that is part of the pFan.lggg) (Public Law 106170,113 Stat.

1860) (TREA99) extended section 420

_ , through December 31, 2005. In conjunc-
1 Section 420(a)(1) and (2) provide that the trust that son with this extension. the minimum

part of the plan is not treated as failing to satisfy th . o
qualification requirements of section 401(a) or (h) ofOSt requirement was reinstated as the aj

the Code, and no amount is includible in the grogslicable “maintenance of effort” provi-
income of the employer maintaining the plan, solely bgjion (in lieu of requiring the maintenance

reason of such transfer. Also, section 420(a)(3) P'oSF the level of Coverage) for qualified

vides that a qualified transfer is not treated as either an
C
employer reversion for purposes of section 4980 ori?lgalnSferS made after December 17, 199¢

prohibited transaction for purposes of section 4975. Because the mini_mum cost requiremen
In addition, Title | of the Employee Retirement In-relates toper capitacost, an employer
come Security Act of 1974 (88 Stat. 829), as amendesbuld satisfy the minimum cost require-

(ERISA), provides that a qualified transfer pursuant thent by maintaining the average cos

tion 420 is not hibited t ti d
secon S NOL @ propifiec fransaction Undelyen though the employer defeats the pur

ERISA (ERISA section 408(b)(13)) or a prohibited re- ; )
version of assets to the employer (ERISA sectioROS€ Of the ma!ntenance of effort require-
403(c)(1)). ERISA also provides certain notificationrment by reducing the number of people

requirements with respect to such qualified transfers.covered by the health plan. In response t




concerns regarding this possibility,Employer Action account health coverage that a buyer ol
TREA-99 also added section 420(c) . : ._transferee provides to retired employees
(3)(E), which requires the Secretary of th The regulations retain the broad defini

e . : ) of the employer. Various approaches
. i jon of employer action contained in the .
Treasury to prescribe such regulations a8 bosed reaulations. Thus. emolover ad €€ suggested, most of them centering
may be necessary to prevent an employ |(r)npincludeg not onI. lan ’ameeld?/nents?round allowing an employer to take
who significantly reduces retiree healtr]3 yp credit for retiree health benefits provided

. : ut also situations in which other em-
coverage during the cost maintenance p Joyer actions, such as the sale of all Ot%y a buyer or transferee that are substan
riod from being treated as satisfying thr% '

art of the employer's business, operate iHj]ally similar to the benefits provided by
minimum cost requirement of sectio f
420(c)(3). If the minimum cost require-

conjunction with the existing plan termsthe employgr. . .

. . . _ to have the indirect effect of ending an in- In cases in which a buyer acquires the
ment of section 420(c)(3) is not Sat'Sf'eddividual’s coverage. entire employer sponsoring the pension
the transfer of assets from the pension The proposed regulations contained nBlan that is the subject of the maintenance
plan to the 401(h) account is not a “quali-exCeptions from the rule that treats indipf effort requirement under section
fied transfer” to which the provisions Ofviduals as losing health coverage by rea{l_ZO(c)(B,)(E), no special rule is required,
section 420(a) apply. son of employer action if those individu-because the buyer as the successor en

On January 5, 2001, a notice of progg: coverage ends by reason of a sale 8+oyer maintaining the plan is responsible
posed rulemaking (REA1646800, all or part of the employer's business],cor continuing to satisfy the minimum
2001-6 1.R.B. 522) was published in the, o if the buyer provides coverage fofost requirements of section 420(c)(3)
Federal Register(66 FR 1066). Written ¢ -1 individuals (on the implicit assump_With respect to that transfer. However,
comments were received on the proposggh, that a buyer of less than an entire coRased upon comments received, these
regulations. A public hearing SChedUqu}oration rarely undertakes to provide suclinal regulations include a special rule
for March 15, 2001, was canceled bec’;overage to retirees in these transactionés'.at allows the employer responsible for
cause no one had requested to speak (fe preamble to the proposed regulatiorﬁatiSfying the maintenance of effort re-
FR 13864). After consideration of all thespecifically requested comments as to (ﬂuirement of section 420(c)(3)(E) to take
comments received on the proposed regy;e circumstances, if any, in which buyer§redit for a buyer’s or transferee’s provi-
lations, the regulations are adopted &ommonly provide the seller’s retirees?ion of retiree health benefits in certain

modified by this Treasury decision. and their spouses and dependents, witther situations_. _

. L health coverage following a corporate Under the final regulations, an em-
Explanation of Provisions transaction, and (2) in such cases, criter0Yer may, butis not required to, treat re-
General Eramework that should apply to the replacement coviree health coverage as not having ende

erage in determining whether to treat thod®! individuals whose coverage is pro-

Following the approach taken in theindividuals as not having lost coverage. Vided by a buyer. In such a case, for the
proposed regulations, these regulations Commentators disagreed with the astear of the sale and future taxable years o
provide that the minimum cost requiresumption stated in the preamble to thEe cost maintenance period, the em-
ment of section 420(c)(3) is not met ifproposed regulations that a buyer acquiliﬂoyer must apply the minimum cost re-
an employer significantly reduces reing a portion of a seller’s business rarelgiuirement contained in section 420(c)(3)
tiree health coverage during the costindertakes to provide retiree health coWy treating the individuals whose cover-
maintenance period. Whether an emerage to retirees in these transactions adge is provided by the buyer as individu-
ployer has significantly reduced retireeexpressed concern about the approaéis to whom coverage for applicable
health coverage is determined by looktaken in the proposed regulations corfealth benefits is provided during the year
ing at the number of individuals (re-cerning individuals who lose retiree(i-€. including all such individuals in the
tirees, their spouses, and dependentbalth coverage in such situations. Orféenominator in the determination of ap-
who lose coverage during the cost mairsommentator stated that in the case d¢flicable employer cost) and treating
tenance period as a result of employdiusiness combinations involving organiamounts the buyer spends on health bene
actions, measured on both an annuahtions that contract with the Unitedfits for those individuals as qualified cur-
basis and a cumulative basis. States Government, the relevant procuréent retiree health liabilities.  After the

In determining whether an employement regulations encourage buyers to aBuyer commences providing the retiree
has significantly reduced retiree healtisume a seller’s obligations for retireeshealth benefits, action of the buyer is at-
coverage, the regulations provide that theension and retiree medical benefitsiributed to the employer for purposes of
employer does not satisfy the minimunther commentators expressed a desire determining whether an individual’s cov-
cost requirement if the percentage deetain flexibility in structuring future erage ends by reason of employer action
crease in the number of individuals probusiness dispositions so that a buyer @ccordingly, if a buyer initially provides
vided with applicable health benefits thatransferee of a business could undertaketiree health benefits to individuals af-
is attributable to employer action exceedt® provide retiree health coverage for théected by the sale, but later amends its
10 percent in any year, or if the sum of theeller’s employees. plan to stop providing benefits to those in-
annual percentage decreases during theGenerally, commentators requested thalividuals, the employer must treat those
cost maintenance period exceeds 20 pdhe regulations allow an employer whandividuals as having lost coverage by
cent. sells or transfers a business to take int@ason of employer action.



These final regulations also add a defipercent, the employer can, before the erfspecial Analyses

nition of “sale” to clarify that the rule for of the initial period, resume providing . ,

sales applies as well to other transfers of@verage for individuals who lost cover- !t has been determined that this Trea
business. In the case of a transfer, thege and treat those individuals as not hayt'"y decision is not a significant regula-
transferee is treated as the buyer. Thuimg lost coverage. However, if an em{OrY action as defined in Executive Order
for example, the rule applies in a situatioployer reduces retiree health coverage by2866. Therefore, a regulatory assess
in which an employer spins off all or partmore than 20 percent during the initial pe"€Nt iS not required. It has also been de
of its business, and also applies when riod and does not “correct” by again prot€rmined that section 553(b) of the Ad-
contractor that operates a governmentiding coverage for individuals who lostMinistrative Procedure Act (5 U.S.C.

owned facility is replaced by another coneoverage, the employer would fail the cuch@pter 5) does not apply to these regula

tractor and the replacement contractanulative test. Also, the annual test ofiONS: and, because the regulations do nc
hires the employees of the prior contracsignificant reduction applies only to tax-MPOse a collection of information on

tor to operate the facility. able years beginning on or after Janua all entities, the Regulatory Flexibility
1, 2002, which reflects a further delay*ct (5 U.S.C. chapter 6) does not apply.

from the date in the proposed regulation.Pursuant to section 7805(f) of the Code
the notice of proposed rulemaking pre-

The proposed regulations provided thak ygitional changes ceding these regulations was submitted t:

the 10 percent annual limit would not _ ___the Chief Counsel for Advocacy of the
apply to a taxable year beginning before The proposed regulations contained mall Business Administration for com-

Eebruary 5, 2001 (30 days af_ter pgblicaspgcial rule that addresses situations ant on its impact on small business.
tion of the proposed regulations in thevhich an employer adopts plan terms that
Federal Registej. However, under the establish eligibility for health coverageDrafting Information
proposed regulations, the 20 percent cdier some individuals, but provide that
mulative limit applied with respect to costthose same individuals lose health cover- The principal authors of these regula-
maintenance periods pertaining to angge upon the occurrence of a particuldfons are Janet A. Laufer and Vernon S
transfers made on or after December 18vent or after a stated period of time. IfFarter, Office of Division Counsel/Associ-
1999. Thus, if an employer reduced cowthose cases, an individual is not counte@e Chief Counsel (Tax Exempt and Gov-
erage by more than 20 percent prior to isss having lost health coverage by reasdinment Entities). However, other person:
suance of the proposed regulations, thef employer action merely because thai€! frqm the.IRS ‘f‘”d Treasury Departmen
employer would have failed the cumulaindividual’s coverage ends upon the ocParticipated in their development.
tive test. currence of the event or after a certain pe- e

Several commentators expressed comiod of time, such as when health benefiti
cern about the proposed effective date @afre provided to employees retiring as a res
transfers occurring on or after Decembesult of a plant closing only for the period
18, 1999. None of the comments indiduring which they receive severance pay Accordingly, 26 CFR part 1 is amended
cated that any employers had in fact rgsee example 2 of the regulations). As gs follows:
duced coverage by more than 20 percergsult of the changes discussed above that
prior to issuance of the proposed regulaaddress “corrections” through restoratio®PART 1 — INCOME TAXES
tions, and one of the commentators stateaf coverage during the initial period and
that as a practical matter, the issue afale transactions, these final regulations Paragraph 1. The authority citation for
retroactivity is moot. However, a numbercontain two modifications of the speciaPart 1 is amended by adding a new entn
of the commentators expressed concernle for contemporaneously-adopted plaif! humerical order to read in part as fol-
over retroactive effective dates in Treaterms. First, the special rule is not availlOWs:
sury regulations as a matter of principle. able with respect to an amendment that Authority: 26 U.S.C. 7805, 26 U.S.C.

These final regulations, like the pro-restores coverage before the end of tHe20(c)(3)(E)***
posed regulations, provide that the 20 pemitial period. Second, in the context of Par. 2. Section 1.420-1 is added unde
cent cumulative test will apply with re-an amendment of a buyer’s health plan t§e undesignated centerheading “Pensior
spect to transfers of excess pension assetovide retiree health coverage for & 'ofit-Sharing, Stock Bonus Plans, etc.”
occurring on or after December 18, 199%eller’'s employees, the special rule 40 read as follows:
In order to address concerns raised bgvailable only to the extent that any term
commentators, however, the final regulathat have the effect of ending an individ
tions take into account any reinstatemental’'s coverage are the same as the ter
of coverage that occurs during the portioof the plan maintained by the seller, an
of a cost maintenance period that presnly if the terms of the seller’s plan that (a) In general Notwithstanding sec-
cedes the first day of the first taxable yeaerminate coverage were adopted conterion 420(c)(3)(A), the minimum cost re-
beginning on or after January 1, 2002 (thporaneously with the provision underquirements of section 420(c)(3) are not
initial period). Thus, for purposes of thewhich the individual became eligible formet if the employer significantly reduces
cumulative test, if an employer reducedetiree health coverage under the sellerigtiree health coverage during the cos
retiree health coverage by more than 2plan. maintenance period.

Effective Date

doption of Amendments to the
egulations

§1.420-1 Significant reduction in retiree
health coverage during the cost
intenance period.



(b) Significant reductior—-(1) In gen- individual by the end of the initial period. (B) For purposes of determining
eral. An employer significantly reduces (4) Employer actior-(i) General rule. Whether a subsequent termination of cov-
retiree health coverage during the costor purposes of paragraph (b)(2) of thi€rage is by reason of employer action
maintenance period if, for any taxablesection, an individual's coverage for apunder this paragraph (b)(4), the purchase
year beginning on or after January lgjicable health benefits ends during a ta)s treated as the employer. However, the
2002, that is included in the cost maintegple year by reason of employer action, §Pecial rule in paragraph (b)(4)(ii) of this
nance period, either — on any day within the taxable year, the insection applies only to the extent that any

(i) The employer-initiated reduction dividual's eligibility for applicable health terms of the plan maintained by the pur-
percentage for that taxable year exceeggnefits ends as a result of a plan amengbaser that have the effect of ending re-
10 percent; or ment or any other action of the employetiree health coverage for an individual are

(i) The sum of the employer-initiated (e.g, the sale of all or part of the em-dihe same as terms of the plan maintainec
reduction percentages for that taxable yegloyer's business) that, in conjunctiorPy the employer that were adopted con-
and all prior taxable years during the coskith the plan terms, has the effect of endemporaneously with the provision under
maintenance period exceeds 20 percent. ing the individual’s eligibility. An em- Which the individual became eligible for

(2) Employer-initiated reduction per- ployer action is taken into account for thigetiree health coverage under the plan
centage The employer-initiated reductionpurpose regardless of when the employépaintained by the employer.
percentage for any taxable year is thaction actually occurse(g, the date the () Definitions The following defini-
fraction B/A, expressed as a percentagplan amendment is executed), except theens apply for purposes of this section:
where: employer actions occurring before the (1) Applicable health benefitsApplic-
later of December 18, 1999, and the dable health benefits means applicable
(retired employees plus theirihat is 5 years before the start of the cogt;gﬂh 1becr:1efits as defined in section
spouses plus their dependemsliﬂlalntenance period are disregarded. (e)(1)(C).

receiving coverage for applica- (i) Special rule Notwithstanding ~ (2) Cost maintenance periodCost
ble health benefits as of the dayaragraph (b)(4)(i) of this section, covermaintenance period means the cost main
before the first day of the taxableage for an individual will not be treated agénance period as defined in section
year. having ended by reason of employer aé20(c)(3)(D).

o tion merely because such coverage ends(3) Sale. A sale of all or part of an em-
B = The total number of individuals ynder the terms of the plan if those termBloyer’s business means a sale or othe

included in A whose coveragewere adopted contemporaneously witffansfer in connection with which the em-
for applicable health benefitsthe provision under which the individualPloyees of a trade or business of the em:
ended during the taxable year bysecame eligible for retiree health coverPloyer become employees of another per-
reason of employer action. age. This paragraph (b)(4)(ii) does no$on. In the case of such a transfer, the

_apply with respect to plan terms adoptetﬁrm purChasermeanS a transferee of the
contemporaneously with a plan amendrade or business.

lowing rules apply for purposes of comMent that restores coverage for applicable (d) Examples.The following example_s
puting the amount in paragraph (b)(1)(ij*€alth benefits before the end of the initidilustrate the application of this section:

. . . . eriod in accordance with paragraph Example 1.(i) Employer W maintains a defined
of this section if any portion of the cost? P grap benefit pension plan that includes a 401(h) account

maintenance period precedes the first da@)(ﬁ)(”) of this section. and permits qualified transfers that satisfy section

of the first taxable year beqginning on or (Il ale transactions IT a purchaser 420. The number of individuals receiving coverage
f the fi ble y beginning (iii) Sale t t If a purch h ber of individual iving g

after January 1, 2002— provides coverage for retiree health benéer applicable health benefits as of the day before

. . fits to one or more individuals whose COVjhe first day of Year 1 is 100. In Year 1, Employer
(i) Aggregation of taxable yearghe W. makes a qualified transfer under section 420.

portion of the cost maintenance periograge ends by reason of a sale of all or PAitere is no change in the number of individuals re-

that precedes the first day of the first taxof the employer’s business, the employefeiving health benefits during Year 1. As of the last
able year beginning on or after January May treat the coverage of those individualsay of Year 2, applicable health benefits are pro-

2002 (the initial period), is treated as &S not having ended by reason of employ#gided to 99 individuals, because 2 individuals be-

. _imiaction. In such a case, for the remainder 6f™M€ eligible for coverage due to retirement and 3
Smgle taxable year and the employer Int individuals died in Year 2. During Year 3, Employer

tiated reduction percentage for the initiathe year of the_ sale and fUture taxable yea(s, 1 ends its health plan to eliminate coverage for 5
period is computed as set forth in paraof the cost maintenance period — individuals, 1 new retiree becomes eligible for cov-
graph (b)(2) of this section, except that (A) For purposes of computing the aperage and an additional 3 individuals are no longer
the words “initial period” apply instead ofplicable employer cost under sectiorf°vered due to their own decision to drop coverage.
« " AT Thus, as of the last day of Year 3, applicable health
ta)_(.able year. 420(0)(3)’ those individuals are treateq 6\§enefits are provided to 92 individuals. During Year
(i) Loss of coverage If coverage for individuals to whom coverage for applicas, employer w amends its health plan to eliminate
applicable health benefits for an individ-ble health benefits was provided (for asoverage under its health plan for 8 more individu-
ual ends by reason of employer action dng as the purchaser provides retire@s, so that as of the last day of Year 4, applicable
any time during the initial period, an em-health coverage to them), and any amounft§2th benefits are provided to 84 individuals. Dur-
loyer may treat that coverage as not haexpended by the purchaser of the busineggm\.(ear > Employer W amends its health plan to
.p y . i N T inate coverage for 8 more individuals.
ing ended if the employer restores coveto provide for health benefits for those indi- i) There is no significant reduction in retiree

age for applicable health benefits to thatiduals are treated as paid by the employetizalth coverage in either Year 1 or Year 2, because

A= The total number of individuals

(3) Special rules for taxable years be
ginning before January 1, 2002The fol-



there is no reduction in health coverage as a result Bbwever, the terms of the health plan that limit cov
employer action in those years. erage for employees who retired from Division B a

(iii) There is no significant reduction in Year 3.a result of the 2000 plant shutdown (to the 2-yee
The number of individuals whose health coveragperiod) were adopted contemporaneously with th
ended during Year 3 by reason of employer actioprovision under which those employees became e
(amendment of the plan) is 5. Since the number @jible for retiree coverage under the health plan. A
individuals receiving coverage for applicable healtitordingly, under the rule provided in paragrapt
benefits as of the last day of Year 2 is 99, the entb)(4)(ii) of this section, coverage for those 20 re
ployer-initiated reduction percentage for Year 3 igirees from Division B is not treated as having ende
5.05 percent (5/99), which is less than the 10 perceby reason of employer action. Thus, the number «
annual limit. individuals whose health benefits ended by reasc

(iv) There is no significant reduction in Year 4.of employer action in 2002 is 10. Since the numbe
The number of individuals whose health coveragef individuals receiving coverage for applicable
ended during Year 4 by reason of employer action isealth benefits as of the last day of 2001 is 200, tt
8. Since the number of individuals receiving coveremployer-initiated reduction percentage for 2002 i
age for applicable health benefits as of the last ddypercent (10/200), which is less than the 10 perce
of Year 3 is 92, the employer-initiated reduction perannual limit.

centage for Year 4 is 8.70 percent (8/92), which is (e) Regulatory effective dateThis sec-

less than t_h(_e_lO percent :?mnual limit. The sum of ”ﬁon is applicable to transfers of exces
employer-initiated reduction percentages for Year

and Year 4 is 13.75 percent, which is less than the Rension assets occurring on or after D

percent cumulative limit. cember 18, 1999.

(v) In Year 5, there is a significant reduction
under paragraph (b)(1)(ii) of this section. The num- David A. Mader,
ber of individuals whose health coverage ended dur- Acting Deputy Commissioner
ing Year 5 by reason of employer action (amend- of Internal Revenue.

ment of the plan) is 8. Since the number of
individuals receiving coverage for applicable health
benefits as of the last day of Year 4 is 84, the erAPproved June 12, 2001.
ployer-initiated reduction percentage for Year 5 is

9.52 percent (8/84), which is less than the 10 percent Mark A. Weinberger,
annual limit. However, the sum of the employer-ini- Assistant Secretary
tiated reduction percentages for Year 3, Year 4, and of the Treasury (Tax Policy).

Year 5 is 5.05 percent + 8.70 percent + 9.52 percent

= 23.27 percent, which exceeds the 20 percent cysjieq by the Office of the Federal Register on Jun

mulative limit. 14, 2001, at 2:45 p.m., and published in the issue
Example 2(i) Employer X, a calendar year tax- \he Federal Register for June 19, 2001, 66 F
payer, maintains a defined benefit pension plan th%t2897)

includes a 401(h) account and permits qualified
transfers that satisfy section 420. X also provides
lifetime health benefits to employees who retire from
Division A as a result of a plant shutdown, no health
benefits to employees who retire from Division B,
and lifetime health benefits to all employees who re-
tire from Division C. In 2000, X amends its health
plan to provide coverage for employees who retire
from Division B as a result of a plant shutdown, but
only for the 2-year period coinciding with their sev-
erance pay. Also in 2000, X amends the health plan
to provide that employees who retire from Division
A as a result of a plant shutdown receive health cov-
erage only for the 2-year period coinciding with their
severance pay. A plant shutdown that affects Divi-
sion A and Division B employees occurs in 2000.
The number of individuals receiving coverage for ap-
plicable health benefits as of the last day of 2001 is
200. In 2002, Employer X makes a qualified transfer
under section 420. As of the last day of 2002, applic-
able health benefits are provided to 170 individuals,
because the 2-year period of benefits ends for 10 em-
ployees who retired from Division A and 20 employ-
ees who retired from Division B as a result of the
plant shutdown that occurred in 2000.

(i) There is no significant reduction in retiree
health coverage in 2002. Coverage for the 10 re-
tirees from Division A who lose coverage as a result
of the end of the 2-year period is treated as having
ended by reason of employer action, because cover-
age for those Division A retirees ended by reason of
a plan amendment made after December 17, 1999.



