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�SECTION 5 - GENERAL RULES



�



.01 Amortization bases�

.02 Treatment of 401(a)(17) limit�

.03 Normal cost accruals�



.01	Will discuss on next page



.02 	For pay related plans, optional whether you apply limit in calculating PVE/E ratio. If changed = funding method change



.03	For PVE/E and PVL/L ratio calculation, denominator should not include people with zero PVE or PVL. This is necessary for expected NC to be level as percentage of pay ($/ee)





REMEMBER - you can make any changes you want, but only get AUTOMATIC approval for a small subset of possible changes

�SECTION 5.01 - AMORTIZATION BASES



�



Bases which must be maintained

Waiver

Shortfall

AMFSA switch-back

Transition (due to prior change in cost method Revenue Procedure)

OBRA Full Funding Credit�

Derive change base using typical rule

UAL = O/S §412 bases - CB

Note: no reference to the ARA !?�

Amortization period is 10 years�

No base for change in valuation date







�SECTION 6.01 - GENERAL RESTRICTIONS



�



Schedule B filed

Plan administrator does not approve

Funding waiver

Employee Plans examination

Plan termination

Shortfall method



These apply to Section 4 special approvals and to Section 3 specific method changes

�SECTION 4 - SPECIAL APPROVALS



�



.01 Collectively Bargained Plans - GATT



.02 Remedy Unreasonable Cost Allocation



.03 Fully Funded Terminated Plans



.04 Takeover Plans





Discuss these items on following pages





 �SECTION 4 - SPECIAL APPROVALS



�



.01 Collectively Bargained Plan - allow anticipation of scheduled increases�

.02 Remedy Unreasonable Cost Allocation

Negative normal cost (Ind AGG)

Negative normal cost or UAL (FIL/AAN)

Plan hits Full Funding Limit (FIL/AAN)

Actuarial Asset < PV Inactive (Ind AGG)

Benefit accruals ceased�





�SECTION 4 - SPECIAL APPROVALS



�



.03 Fully Funded Terminated Plans

Allowable changes�(a) may change valuation date�(b) may use Fair Market Value

Must use Unit Credit

Additional conditions

Fair Market Value excluding outstanding contrib ( PVAB

Filed timely notice of intent



�SECTION 4 - SPECIAL APPROVALS



�



.04 Takeover Plans

Change in both EA and actuarial firm

Method substantially same as prior, prior year results differ by less than 5%

Treatment of method change

Actuarial assumption changed?

If not, treat as experience G/L



�SECTION 3 - SPECIFIC APPROVALS



�



Projected Unit Credit

Level % pay -	Aggregate

Level dollar -	Aggregate

Level % pay -	Individual Aggregate

Level dollar -	Individual Aggregate

Level % pay -	Frozen Initial Liability

Level dollar -	Frozen Initial Liability

Level % pay -	Entry Age Normal

Level dollar -	Entry Age Normal

Assets - Fair Market Value

Assets - Average Market Value 

Assets - Average Market Value (phase-in)

First day of plan year valuation date

Change from One Year Term



Come back to these later



Notice what is missing: traditional Unit Credit, Individual Level Premium, and Attained Age Normal, plus tabular Entry Age Normal



�SECTION 6.02 - ADDITIONAL RESTRICTIONS



�



Apply to specific approvals in Section 3



Reversion cases

Plans using universal life 

Four year limitation

Request to change AAV method, and AAV method changed in prior four years

Request to change valn date, and valn date changed in prior four years

Request to change cost method, and cost method changed in prior four years

Liabilities adjusted for asset performance

Benefit accruals are frozen

Negative NC or UAL after change

Spin-off or merger





�REVENUE PROCEDURE 95-51



�



Comparison to Revenue Procedure 85-29



�95-51�85-29��Plan years�1995 + later�1984-1993��Cost methods�Specific list�All reasonable��Asset valn�Market value

Average value�All reasonable��Valn date�First day�Any date, 10% chg in partic��Term plans�Fully funded

Unit Credit

Market value

DOPT for valn�All reasonable��Amort period�10 years�15 - charges 

30 - credits��Restrict years�4 years�3 years��

�UNFUNDED ACCRUED LIABILITY 



�



Individual Cost Method Definition:



UAL 	=	Accrued Liability - Actuarial Asset Value







Aggregate Cost Method Definition:



 UAL1	= 	eUAL1

eUAL1	= 	(1+i)(NC0+UAL0) - (Contrib+i)







Actuarial Balance Equation:



UAL 	=	O/S §412 bases - Credit Balance

		- 	ARA





Old terminology - spread gain vs immediate gain.  This material, overhead pages 12-15, is also on page 10 of outline, explains abbrev.�ACCUMULATED RECONCILIATION ACCOUNT



�



Defined on line 9(p) of Schedule B:



	(i)		412(l) additional funding charge at Current Liability rate

	(ii)		Quarterly late penalty charge at 175% of FMR

	(iii)	Waiver O/S bases at valn rate





ARA 	 = (i) + (ii) + 9(c)(i) - (iii)





9(c)(i) = Waiver O/S bases at 150% of FMR

�§1.412(c)(3)-1  

REASONABLE FUNDING METHODS REG



�



Basic Funding Formula:



PVFB = 	PVNC + AAV + O/S §412 bases - Credit Balance - ARA



(Should be true for all actuarial cost methods)





Methods except THE Aggregate method:



PVFB = 	PVNC + AAV + UAL





This is true because



UAL 	=	O/S §412 bases - Credit Balance

			- ARA

�§1.412(c)(3)-1 continued



�



For  THE Aggregate method, use Basic Funding Formula to calculate PVNC



“Adjust the assets by O/S bases and CB”





PVFB = 	PVNC + AAV + O/S bases - CB



This is the IRS interpretation of the 

Schedule B instructions for line 9(q). 

“Do not adjust the asset value by the ARA.”



Schedule B instructions for line 9(q): “Valuation assets should not be adjusted by the reconciliation account balance when computing the required minimum funding.” IRS reasoning is that the ARA is ONLY used to “fix” the equation of balance for cost methods with a UAL. If there is no UAL, then the ARA does not exist. 



�SECTION 3.01 - PROJECTED UNIT CREDIT



�



Traditional Unit Credit definitions:

 

Accrued Liability = P.V. of Accrued Benefit

AL = ABx� EMBED Equation.2  ��� / Dx



Normal Cost = P.V. of  � EMBED Equation.2  ��� Accrued Benefit

NC = (ABx+1 - ABx) � EMBED Equation.2  ��� / Dx



Retrospective Accrued Liability definition:

AL = � EMBED Equation.2  ��� NCt (Dt / DX)



Accumulation of  NC with interest, survivorship.



You can derive the NC formula from the retrospective AL one.



�PROJECTED UNIT CREDIT



�



Needed better method than unit credit to fund plan benefits based on final average earnings



P.U.C. defines a "funding accrued benefit" that is used in the same definitions of normal cost and accrued liability as under U.C.



A.L.		= 	  (FABX) 	� EMBED Equation.2  ��� / Dx



N.C. 	= 	(� EMBED Equation.2  ���FABX) 	� EMBED Equation.2  ��� / Dx

�PROJECTED UNIT CREDIT



�



Regulation defines "funding accrued benefit":



1.	Project pay to retirement age



2.	Calculate projected benefit



3.	Pro-rate projected benefit based on service today versus at retirement. Must reflect rates of benefit accrual in the ratio



In general, same result if you apply benefit formula to past service with projected earnings.



�SECTION 3.01(8) - P.U.C. EXAMPLE



�



EXAMPLE 1



�Determined as of��Benefit Formula�Start of plan year�End of plan year�Separation date��(1) 1.3% Formula�

5,226�

5,749�

8,885��(2) Top heavy min�

5,117�

5,848�

7,310��(3) Greater of (1) & (2)�

5,226�

5,848�

8,885��

Normal cost is based on accrual of 622, which equals 5,848 minus 5,226.







�LEVEL AGGREGATE COST METHODS



�



I.	NORMAL COST CALCULATION

		A.	Recalculate every year, in total

		B.	Depends on asset value:

				1. PVNC 	= PVB - AAV - UAL�					= PVB - AAV - (§412 bases-CB)

				2. NC = PVNC / ( average � EMBED Equation.2  ��� )



II.	ACCRUED LIABILITY

		A.	Not defined in aggregate methods

		B.	If needed, calculate under individual method



III. GAINS AND LOSSES

	   A.	Define UAL1 =  eUAL1

		B.	Then G/L = eUAL1 - UAL1 = zero

		C.	Normal cost calculation automatically reflects G/L



Intentionally left off ARA, based on RP 95-51

�

�
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